Illustrations of accounting for the inability to fully recover the carrying amounts of long-lived assets : a survey of the subject of an issues paper by the AICPA Accounting Standards Division\u27s Task Force on Impairment of Value; Financial report survey, 34 by Clark, Hal G. & Lorensen, Leonard
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1987
Illustrations of accounting for the inability to fully
recover the carrying amounts of long-lived assets : a
survey of the subject of an issues paper by the
AICPA Accounting Standards Division's Task
Force on Impairment of Value; Financial report
survey, 34
Hal G. Clark
Leonard Lorensen
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Book is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
Clark, Hal G. and Lorensen, Leonard, "Illustrations of accounting for the inability to fully recover the carrying amounts of long-lived
assets : a survey of the subject of an issues paper by the AICPA Accounting Standards Division's Task Force on Impairment of Value;
Financial report survey, 34" (1987). Newsletters. 195.
https://egrove.olemiss.edu/aicpa_news/195
Financial Report Survey 
April 1987
Illustrations of Accounting for 
the Inability to Fully Recover 
the Carrying Amounts of 
Long-Lived Assets
A Survey of the Subject 
of an Issues Paper by the 
AICPA Accounting Standards 
Division’s Task Force 
on Impairment of Value
Hal G. Clark, CPA 
Leonard Lorensen, CPA
A I C P A 1 0 0 
A CENTURY OF PROGRESS 
IN ACCOUNTING 
1887 1987
American Institute of Certified Public Accountants
Illustrations of Accounting for 
the Inability to Fully Recover 
the Carrying Amounts of 
Long-Lived Assets
A Survey of the Subject 
of an Issues Paper by the 
AICPA Accounting Standards 
Division’s Task Force 
on Impairment of Value
Hal G. Clark, CPA 
Leonard Lorensen, CPA
American Institute of Certified Public Accountants
NOTICE TO READERS
This is a publication of the staff of the American Institute of Certified 
Public Accountants and is not to be regarded as an official pronouncement 
of the Institute.
Copyright ©  1987 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, New York 10036-8775
PREFACE
This publication is part of a series produced by the Institute’s staff through use of the 
Institute’s National Automated Accounting Research System (NAARS). The purpose of the 
series is to provide interested readers with examples of the application of technical pronounce­
ments. It is believed that those who are confronted with problems in the application of pro­
nouncements can benefit from seeing how others apply them in practice.
It is the intention to publish periodically similar compilations of information of current inter­
est dealing with aspects of financial reporting.
The examples presented were selected from over twenty thousand annual reports stored in 
the NAARS computer data base.
This compilation presents only a limited number of examples and is not intended to encom­
pass all aspects of the application of the pronouncements covered in this survey. Individuals with 
special application problems not illustrated in the survey may arrange for special computer 
searches of the NAARS data banks by contacting the Institute.
The views expressed are solely those of the staff.
John Graves
Director, Technical Information Division
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SCOPE AND PURPOSE OF THE SURVEY
An accountant may determine that a reporting entity may be unable to fully recover the 
carrying amount of a long-lived asset. Accounting for that inability is the subject of an issues paper 
dated July 15, 1980, and titled Accounting for the Inability to Fully Recover the Carrying 
Amounts of Long Lived Assets, by the Task Force on Impairment of Value of the AICPA 
Accounting Standards Division. The issues paper discusses the circumstances in which the inabil­
ity should be disclosed and the circumstances in which the carrying amount should be written 
down to reflect the inability. The issues paper is reproduced without its appendix in the Appendix 
of this survey.
Accounting for the inability to fully recover the carrying amount of a long-lived asset requires 
considerable judgment. An accountant who is confronted with problems in accounting for the 
inability can benefit from learning how other accountants are accounting for it in practice. Accord­
ingly, this publication presents excerpts from forty-two recently published financial statements 
that illustrate the accounting.
The AICPA National Automated Accounting Research System (NAARS) was used to com­
pile the information. The examples presented were selected from more than 20,000 reports to 
stockholders stored in the computer data base.
At the time the issues paper was issued, only two authoritative accounting pronouncements 
had been issued that provided specific guidance on accounting for the inability to fully recover the 
carrying amounts of long-lived assets. This survey omits examples of accounting for such an 
inability in the circumstances specified by those pronouncements, which are listed below.
•  SEC Accounting Series Release No. 258, Oil and Gas Producers—Full Cost Accounting 
Practices. The Release requires writedowns of oil and gas properties in certain circum­
stances by using a “standard” discount rate to apply the “full cost” accounting method.
•  Accounting Principles Board Opinion 30, Reporting the Effects of Disposal of a Segment of 
a Business, and Extraordinary, Unusual, and Infrequently Occurring Events and 
Transactions, paragraph 15. Paragraph 15 requires the assets of business segments whose 
operations have been discontinued to be written down (or up) to net realizable value.
Paragraph 15 of Opinion 30 is one of the subjects of Financial Report Survey 3, Illustrations 
of Reporting the Results of Operations.
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There has been no accounting literature published since the issues paper was issued that 
provides specific guidance on accounting for such an inability. However, such accounting for 
certain kinds of assets by certain kinds of regulated enterprises is covered by FASB Statement 
No. 90, Regulated Enterprises—Accounting for Abandonments and Disallowances of Plant 
Costs, which amends FASB 71. Examples of such accounting for those kinds of assets by those 
kinds of regulated enterprises are omitted from this survey. The FASB continues to study this 
area.
The issues paper does not distinguish between (1) enterprises that have stated or whose 
independent auditors have stated that they may not be able to continue to exist and (2) enterprises 
that have not or whose independent auditors have not made that statement. Accounting for the 
inability to fully recover the carrying amounts of assets of enterprises of the first kind is one of the 
subjects of Financial Report Survey 28, Illustrations of Accounting for Enterprises in Unusual 
Circumstances and Reporting on Them by Independent Accountants. Accounting for the inability 
to fully recover the carrying amounts of assets of enterprises of the second kind is the subject of 
the present survey.
2
II
NO WRITEDOWN
Some companies in NAARS that were reviewed for this survey disclosed a possible inability 
to fully recover the carrying amount of an asset without writing down the carrying amount. Seven 
examples of such companies are presented below. All of the companies received a report from 
their independent accountants expressing an opinion on their financial statements “subject to” the 
inability. Those reports also are presented below.
ALLEGHENY BEVERAGE CORPORATION
Notes to Financial Statements
Note F—Arlington Park
The Company’s Consolidated Balance Sheet includes approximately $2,100,000 of assets used in 
its concession operations at the Arlington Park Race Track located in Arlington Heights, Illinois. This 
facility was destroyed by fire on July 31, 1985. Based upon the long term contract between the 
Company and Arlington Park, the Company is attempting to negotiate an agreement with Arlington 
Park which would allow the Company to recover its investment at this location. In addition, subse­
quent to March 29, 1986, the Company filed an insurance claim with its insurance carrier to recover 
the value of these assets. The Company’s insurance carrier has denied liability for this loss and the 
Company has instituted legal proceedings against the insurance carrier. The Company has not written 
these assets down since in the opinion of the Company and its legal counsel the Company will not 
recover less than the carrying value of these assets.
• • • •
Accountants’ Reports
The Board of Directors and Stockholders 
Allegheny Beverage Corporation:
We have examined the consolidated balance sheets of Allegheny Beverage Corporation and 
subsidiaries as of March 29, 1986 and March 31, 1985 and the consolidated statements of operations, 
stockholders’ equity and changes in financial position for the years ended March 29, 1986 and March 
31, 1985 and the three months ended March 31, 1984. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances.
As described in Note F to the consolidated financial statements, the balance sheet at March 29, 
1986 includes approximately $2,100,000 of property and equipment which was destroyed by a fire. The 
recovery of this amount is dependent upon the favorable settlement of the Company’s contract negoti­
ations or insurance claim.
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In our opinion, subject to the effects on the 1986 consolidated financial statements of such adjust­
ments, if any, as might have been required had the outcome of the uncertainty discussed in the 
preceding paragraph been known, the aforementioned consolidated financial statements present fairly 
the financial position of Allegheny Beverage Corporation and subsidiaries at March 29, 1986 and 
March 31, 1985 and the results of their operations and changes in their financial position for the years 
ended March 29, 1986 and March 31, 1985 and the three months ended March 31, 1984, in conformity 
with generally accepted accounting principles applied on a consistent basis after restatement for the 
change, with which we concur, in the method of accounting for certain inventories as described in Note 
D to the consolidated financial statements. We also reviewed the adjustments described in Note D 
that were applied to restate the 1983 financial statements. In our opinion, such adjustments are 
appropriate and have been properly applied to the 1983 financial statements.
May 29, 1986, except for Note R, the date of which is July 10, 1986.
CALLAHAN MINING CORPORATION
Notes to Financial Statements
5. Exploration Projects
As indicated in Note 1, expenses for exploration are charged to earnings. Capitalized expendi­
tures for exploration projects include primarily property acquisition and facilities costs incurred in 
order to carry out exploration work. At December 31, 1985, such costs for the Caladay project aggre­
gated $3,464,000, the recovery of which is subject to the success of the project which cannot be 
forecast at this time. See page 5.
Caladay Project: Precious Metal Exploration
Shaft Completed, Exploration Underway: After completion of the shaft and all facilities related 
to the 4900 station early in the year, approximately 2,800 feet of drifting was conducted on the 4900 
level at Caladay in 1985. This included a main drift of 1,699 feet toward the Galena line to the 
northwest, 820 feet to the southeast, and 274 feet along a mineralized zone encountered October,10 in 
the drift toward Galena. The zone, a vein complex, contained silver mineralization with a wide range 
of values for approximately 200 feet but follow-up drilling to date, including one hole above the drift 
and another below, has not shown the mineralization to be of sufficient width or quantity to be 
economic. Several holes are planned for this area.
Early in December, in the interest of devoting funds solely to exploration of Caladay ground, 
drifting toward and into Galena was deferred until an economic discovery is made in Caladay. The 
balance of the Caladay ground toward Galena will be fully tested by drilling now in progress from the 
existing main and vein drifts. As a first stage in exploring the property toward the east, a drift has 
been advanced to the southeast to establish a drill station some 800 feet from the shaft. With the 
completion of this drill station, drifting operations at Caladay were terminated as of February 7, 1986 
to conserve cash dining this period of lower silver prices. Plans call for some 29,000 feet of diamond 
drilling during 1986 including drilling to the west, drilling from the newly established drill station to 
the east and extensive probes above and below the 4900 level. On this basis,the first $26.6 million 
phase of the Caladay program should still be completed this year. Total expenditures at Caladay 
through the end of 1985 were $23.9 million.
Auditors’ Opinion
To the Board of Directors and Shareholders 
of Callahan Mining Corporation
We have examined the consolidated balance sheets of Callahan Mining Corporation and Sub­
sidiaries as of December 31, 1985 and 1984, and the related consolidated statements of operations, 
retained earnings and changes in financial position for each of the three years in the period ended 
December 31, 1985. Our examinations were made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
As described in Note 5 to the consolidated financial statements, the recovery of the Company’s 
investment in the Caladay project, which is carried at cost, is subject to the success of the project and 
cannot be forecast at this time.
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In our opinion, subject to the effects on the consolidated financial statements of such adjustment, 
if any, as might have been required had the outcome of the uncertainty referred to in the preceding 
paragraph been known, the aforementioned consolidated financial statements present fairly the finan­
cial position of Callahan Mining Corporation and Subsidiaries at December 31, 1985 and 1984, and the 
results of their operations and changes in their financial position for each of the three years in the 
period ended December 31, 1985, in conformity with generally accepted accounting principles applied 
on a consistent basis.
February 14, 1986; with respect to Note 14, February 27, 1986.
COEUR D’ALENE MINES CORPORATION
Notes to Financial Statements
Note E—Investment in Unconsolidated Company
The Company has made a substantial investment in Royal Apex Silver, Inc. (Royal Apex), a 
mining corporation in the exploratory stage, which is accounted for by the equity method. An analysis 
of this investment is as follows:
December 31 
1985__________ 1984
Cost of Royal Apex common stock owned
by the Company................................................................................ $ 8,664,369 $ 8,664,369
Undistributed equity in cumulative
income of Royal Apex.......................................................................  26,637 217,481
8,691,006 8,881,850
Less the Company’s pro rata interest in
the cost of its shares held by Royal Apex......................................  3,722,657 3,722,657
Net Carrying Value of Investment.............................................. $ 4,968,349 $ 5,159,193
Quoted market price for Royal Apex common 
stock owned by the Company (5,696,961
shares at December 31, 1985 and 1984).......................................... $10,824,226 $10,824,226
Unamortized excess of cost of common stock over 
underlying equity in the net assets of Royal Apex.......................  $ 5,560,261 $ 5,369,418
Percentage of Royal Apex outstanding
common stock owned by the Company...........................................  49.8% 49.8%
The excess cost over the underlying equity in the net assets has been paid based on the potential 
value of the mining properties. The Company will amortize the excess cost upon commencement of 
production activity by the unit of production method.
A summary of Royal Apex’s assets, liabilities, and stockholders’ equity as of December 31, 1985, 
and results of operations for each of the three years in the period then ended is presented below.
As of December 31, 1985:
Current assets........................... $ 568,860
Land, furniture,
fixtures, and equipment........ 597,183
Exploratory and develop­
mental mining properties.....  525,735
Investment in Coeur d’Alene
Mines Corporation................. 7,475,000
Other assets..............................   1,175
Total A ssets....................... $9,167,953
Current liabilities...................... $ 204,615
Long-term liabilities.................. 2,730,190
Stockholders’ equity.................. 6,233,148
Total Liabilities and
Stockholders’ Equity................  $9,167,953
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Years Ended December 31 
1985 1984 1983
Sales of railroad materials.................................. ...........  $1,020,350 $2,720,544 $3,130,806
Cost of goods sold................................................ ...........  1,448,121 1,513,231 2,001,153
(427,771) 1,207,313 1,129,653
Advance royalties and other income.................. ...........  158,998 139,773 101,020
(268,773) 1,347,086 1,230,673
Expenses (including income taxes)..................... ...........  423,582 993,883 885,009
(692,355) 353,203 345,664
Less minority interest in (income) loss.............. ............ 309,135 (123,926) (120,426)
(383,220) 229,277 225,238
Extraordinary item—tax benefit of 
net operating loss carryforward...................... 108,621
Net Income (Loss)......................................... ...........  $ (383,220) $ 229,277 $ 333,859
The mining properties owned by Royal Apex have not been developed. As discussed in Note D, 
the Company is presently constructing silver mining and processing facilities on one of the mining 
properties (the Rochester property) owned by Royal Apex. The ultimate realization of the Company’s 
investment in Royal Apex cannot presently be determined and no provision for any possible revalua­
tion of this asset has been made in the financial statements.
Royal Apex holds 1,040,000 shares of the Company’s outstanding common stock representing 
approximately 14.3% of the Company’s outstanding shares as of December 31, 1985. SEC Rule 144 
places restrictions on the quantity of shares that may be sold. Royal Apex accounts for its investment 
in the Company on the cost method.
Three of the executive officers of the Company are also executive officers and directors of Royal 
Apex and own, in the aggregate, approximately 4% of the common stock of Royal Apex.
On January 1, 1983, Royal Apex formed a wholly-owned subsidiary, Royal Apex Corporation, 
which is a general partner and owner of a 70% equity interest in a limited partnership. On January 10, 
1983, the partnership purchased 141 miles of main railroad right-of-way containing approximately 
1,500 acres for $3,700,000. The partnership salvages and sells railroad track and related accessories. 
Chase Manhattan Bank provided a $4,000,000 loan to the partnership for the purchase of the right- 
of-way. Collateral for the loan consisted of 1,000,000 shares of Coeur d’Alene Mines common stock 
owned by Royal Apex at the time of the acquisition. On March 5, 1985, the Company purchased the 
note from Chase Manhattan Bank at its principal amount of $1,291,000. The outstanding balance as of 
December 31, 1985 is $646,000 and bears interest at the prime lending rate, plus 3%. The note is 
reflected in current assets as note receivable from partnership. The note is collateralized by 140,000 
shares of Coeur d’Alene Mines stock owned by Royal Apex as of December 31, 1985. Royal Apex 
estimates that the current railroad salvage and marketing project will be completed during 1986.
The Company has loaned Royal Apex $128,798. The note is due upon demand and carries an 
interest rate equal to the average quarterly rate paid by a local bank on 180-day certificates of deposit 
(8.03% per annum at December 31, 1985). Company management does not intend to request repay­
ment of this note during 1986.
Report of Independent Auditors
Board of Directors
Coeur d’Alene Mines Corporation
Coeur d’Alene, Idaho
We have examined the consolidated balance sheets of Coeur d’Alene Mines Corporation and 
subsidiaries as of December 31, 1985 and 1984, and the related consolidated statements of operations, 
changes in stockholders’ equity, and changes in financial position for each of the three years in the 
period ended December 31, 1985. Our examinations were made in accordance with generally accepted 
auditing standards and, accordingly, included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances.
As discussed in Notes D and E, the Company has significant investments in mining and drilling 
properties that are in the exploratory or developmental stage, and in Royal Apex Silver, Inc. (an 
exploratory stage corporation) which owns mining properties in the exploratory or developmental 
stage. The ultimate realization of the Company’s investment in the mining and drilling properties is
6
dependent upon commercial development of the mining properties or the oil and gas producing proper­
ties in sufficient quantity for the Company to recover its investment. The ultimate realization of the 
Company’s investment in Royal Apex Silver, Inc. may be subject to the commercial development of 
the mining properties owned by Royal Apex Silver, Inc. (one of which is the Rochester property 
leased to the Company) in sufficient quantity for the Company to recover its investment. The ultimate 
realization of the previously described assets cannot presently be determined and no provision for any 
possible revaluation of these assets has been made in the financial statements.
In our opinion, subject to the effects of such adjustments as might have been required had the 
ultimate realization of the assets referred to in the previous paragraph been known, the financial 
statements referred to above present fairly the consolidated financial position of Coeur d’Alene Mines 
Corporation and subsidiaries as of December 31, 1985 and 1984, and the consolidated results of their 
operations and changes in their financial position for each of the three years in the period ended 
December 31, 1985, in conformity with generally accepted accounting principles applied on a consis­
tent basis.
February 7, 1986.
INTERCONTINENTAL ENERGY CORPORATION
Notes to Financial Statements
(3) Oil and Gas Properties 
Italian Oil and Gas Properties
The Company’s investment in unproved oil and gas properties is held by CPA which controls both 
offshore and onshore exploration permits in Italy and the Italian Adriatic. The majority of the costs 
relate to the Company’s participation in offshore drilling programs in the Italian Adriatic, primarily the 
BR-148 permit in which the Company has a 5% interest. Although proved reserves have not been 
assigned to this property, approximately $1,222,000 and $756,000 of costs have been capitalized at 
September 30, 1985 and 1984, respectively, pending further evaluation of the permit.
During fiscal 1985, two additional delineation wells were successfully drilled on this permit. Based 
on internal reserve studies and preliminary cost estimates, the BR-148 operating committee believes 
that this permit can be commercially developed. Development is contingent upon the further economic 
analysis and issuance of an exploitation concession for this permit.
Additional financing will be required to fund the Company’s share of development costs. These 
funds could be obtained through a variety of possible sources including project financing, a farmout 
arrangement or the sale of all or a part of its interest in CPA.
The Company is committed to use its best efforts to sell all or a portion of its interest in CPA by 
September 30, 1986, as part of the Bank of Scotland financing (see Note 11). If such a sale is 
consummated, the Company will use a portion of the cash proceeds received therefrom to repay the 
line of credit with the Bank of Scotland (see Notes 2 and 11).
Application has been made by the joint venture which controls this permit to receive an explora­
tion permit on the area immediately to the north of BR-148. The Company believes that the geologic 
structure underlying BR-148 extends into this northern area. Granting of this permit is suspended 
pending the resolution of a claim to the area by the holder of a prior permit.
The recovery of the investment in BR-148, and all other Italian permits, is dependent upon the 
success of future sale or development of the properties.
• • • •
(11) Subsequent Event
The Company entered into a term loan agreement with the Bank of Scotland on December 20, 
1985, whereby the Bank will advance the Company $1,500,000 over a four month period. The loan 
bears interest of one percent about the Bank’s prime rate and is due September 30, 1986. As collateral 
for the loan, the Company pledged and assigned to the Bank all of the shares of IEL, whose only 
material asset is its investment in CPA, and committed to use its best efforts to sell all or part of CPA 
by September 30, 1986.
Report of Independent Public Accountants 
To Intercontinental Energy Corporation:
We have examined the consolidated balance sheets of INTERCONTINENTAL ENERGY 
CORPORATION (a Delaware corporation) and subsidiaries as of September 30, 1985 and 1984, and
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the related consolidated statements of operations, shareholders’ equity and changes in financial posi­
tion for each of the three years in the period ended September 30, 1985. Our examinations were made 
in accordance with generally accepted auditing standards and, accordingly, included such tests of the 
accounting records and such other procedures as we considered necessary in the circumstances.
As discussed in Notes 2 and 3, a substantial portion of the Company’s assets consists of its 
investment in undeveloped oil and gas permits in Italy. The recovery of this investment is dependent 
upon the success of future sale or development of the properties.
In addition, as discussed in Note 4, the Company is engaged in the in situ mining of uranium 
properties located in Texas under regulatory permits which require restoration of the surface and 
subsurface areas to specified standards. To date, no full-scale in situ uranium restoration operation 
has received final acceptance and approval by the Texas governing agencies. Accordingly, there can 
be no assurance that the Company’s reserve for future restoration costs will be adequate to meet final 
regulatory requirements.
In our opinion, subject to the effect of such adjustments, if any, as might have been required had 
the outcome of the uranium restoration obligation and the recovery of the costs of the undeveloped oil 
and gas properties discussed above been known, the financial statements referred to above present 
fairly the financial position of Intercontinental Energy Corporation and subsidiaries as of September 
30, 1985 and 1984, and the results of their operations and changes in their financial position for each of 
the three years in the period ended September 30, 1985, in conformity with generally accepted 
accounting principles applied on a consistent basis.
December 23, 1985
ROCKWOOD HOLDING COMPANY
Notes to Financial Statements
3. Investment in Unconsolidated Subsidiary
REMCORP was incorporated in the Commonwealth of Pennsylvania on April 16, 1982. The 
primary business of REMCORP is the operation of coal surface mines in northern Pennsylvania. 
REMCORP also has an investment in the mining equipment and leasehold interest of a deep mine 
operation.
Summarized financial data for REMCORP is as follows:
Condensed Balance Sheet 
December 31, (In thousands) 1985 1984
Current assets and liabilities, net 
Property and other assets, net 
Long-term debt and other liabilities
$ (632) 
9,747 
(148)
$ (2,115) 
10,441 
(4,000)
Net assets 8,967 4,326
REMCORP obligations due RIC 581 6,015
RIC investment $ 9,548 $ 10,341
Condensed Statements of Operations 
Years Ended December 31, (In thousands) 1985 1984 1983
Revenues 
Expenses 
Income taxes
$ 2,691 
(4,510)
$ 2,381 
(3,594) 
(170)
$ 1,165 
(1,536) 
211
Net loss $(1,819) $(1,383) $ (160)
On December 31, 1985, RIC contributed $8,042,000 to the capital of REMCORP. A portion of this 
contribution was utilized to repay $4,000,000 in debentures and redeem $1,000,000 of preferred stock, 
both of which were held by RIC. The remainder of the contribution was utilized to reduce other 
intercompany obligations of REMCORP due to RIC. These transactions were intercompany only and 
had no effect on the consolidated financial statements of Rockwood except as reflected in the above 
condensed financial statements of REMCORP.
During 1985, REMCORP received a favorable court ruling in the form of a recision order on a suit
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involving its acquisition of coal-related assets and rights from a third party. Although the decision of 
the court is under appeal, management and its counsel expect the decision to prevail. The ultimate 
realization of the carrying value of these coal-related assets, aggregating $3,978,000, including 
$1,100,000 of intangible assets is dependent upon the amount of available assets recoverable from the 
third-party, which is not presently determinable.
Reports of Independent Accountants
To the Board of Directors and Shareholders 
of Rockwood Holding Company:
We have examined the consolidated balance sheet of Rockwood Holding Company (Company) and 
its subsidiaries as of December 31, 1985 and the related consolidated statements of operations, of 
shareholders’ equity and of changes in financial position for the year. Our examination of these 
statements was made in accordance with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As discussed in Note 6 to the consolidated financial statements, Rockwood Insurance Company, a 
wholly owned subsidiary of the Company, has underwritten mortgage credit insurance and various oil 
and gas limited partnership surety bonds. In 1985 Rockwood Insurance Company was notified of 
numerous delinquencies and presented with several claims of potentially material amounts for de­
faulted principal and interest payments to insured parties and loss payees under these programs. The 
Company is unable at the present time to determine the validity of the claims that either have been or 
are expected to be presented for payment. Therefore, it is not possible for the Company and its 
counsel to predict the outcome or the range of potential losses which might result from these notices 
and claims. Accordingly, no provision for the loss that might result therefrom has been recorded in the 
consolidated financial statements at December 31, 1985.
In addition, as discussed in Note 3, the Company has received a court ruling ordering a recision of 
a transaction in which a third party sold the Company coal-related assets. Although the decision of the 
court is under appeal, the Company and its counsel expect the decision to prevail. The recorded value 
of these coal-related assets is in excess of their market value at December 31, 1985 but has not been 
written down by the Company on the expectation that full recovery will result from the court judg­
ment. The ultimate realization of the carrying value of these coal-related assets is dependent upon the 
amount of available assets recoverable from the third party, which is not presently determinable.
In our opinion, subject to the effects on the consolidated financial statements of such adjustments, 
if any, as might have been required had the outcome of the uncertainties referred to in the preceding 
paragraphs been known, the consolidated financial statements examined by us present fairly the 
financial position of Rockwood Holding Company and its subsidiaries at December 31, 1985, and the 
results of their operations and the changes in their financial position for the year in conformity with 
generally accepted accounting principles applied on a basis consistent with that of the preceding year.
March 6, 1986, except for Note 7, as to which the date is March 26, 1986.
ROYAL APEX SILVER, INC.
Notes to Financial Statements
Note C—Exploratory Mining Properties
The Company has three mining properties in the developmental or exploratory stage. They are: 
Silver State Properties: In the merger of Silver State Consolidated Mines Company Into Royal 
Apex Silver, Inc., the Company acquired various patented and unpatented mining claims in the 
Rochester Mining District, Pershing County, Nevada, and additional unpatented mining claims lo­
cated in the Palmyra and Indian Springs Mining District, Lyon County, Nevada. The majority of 
these claims were obtained by Silver State Consolidated Mines Company by giving 1,650,000 shares of 
the Company’s capital stock to Silver State Mines, Inc. in exchange for the claims. At the time of the 
exchange, Silver State Mines, Inc. was controlled by the officers and general manager of Silver State 
Consolidated Mines Company.
Pursuant to an agreement dated December 31, 1969 and amended on October 20, 1972, the claims 
in the Rochester Mining District were leased to Asarco, Incorporated for a period of 30 years. On 
December 15, 1983, Asarco sold and assigned all of its interest in Rochester property to Coeur d’Alene 
Mines Corporation (an affiliated company) for $10,000,000. As part of the agreement, Asarco retained 
a royalty interest which varies between zero and 5% of the net smelter revenues of the Rochester
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property (subject to the market price of silver achieving $12). Under the terms of the lease agree­
ment, the Company is entitled to receive a royalty of 5% of the net operating profits, if any, from the 
property until Coeur d’Alene Mines Corporation has been reimbursed in full for its expenditures on 
the property and payment of advance royalties prior to commencement of commercial production (i.e., 
pre-production costs which aggregate $4,794,012 at December 31, 1985). After Coeur d’Alene Mines 
Corporation is fully reimbursed, the Company is entitled to receive approximately 15% of the net 
operating profits. Coeur d’Alene Mines Corporation is obligated to pay an annual advance royalty to 
the Company until such time as commercial production may be realized. During 1985, Coeur d’Alene 
Mines Corporation paid the Company an advance royalty of $50,000. Coeur d’Alene Mines Corporation 
has advised the Company that it is presently constructing mining and processing facilities on the 
property and that it expects to begin commercial production on the property in 1986.
The Harlow Property: On July 14, 1965, the Company acquired 90 unpatented mining claims 
located in the Coeur d’Alene Mining District, Shoshone County, Idaho, for cash of $4,418 and through 
the issuance of 1,661,500 shares of capital stock. A total of $1,600,000 of these shares were issued to 
officers and/or directors of the Company at the date of issue, including 500,000 shares issued to 
current officers or directors.
In July 1966, additional mining claims were obtained for the exchange of 50,000 shares of the 
Company’s common stock and the payment of $1,500 in cash. In a later transaction, additional mining 
claims were acquired for $2,037 in cash.
Pursuant to an agreement dated December 9, 1980, the claims located on the Harlow Property 
were leased to Coeur d’Alene Mines Corporation for a period of 15 years. Under the terms of the lease 
agreement, Coeur d’Alene Mines Corporation is obligated to pay a monthly advance royalty of $1,500 
to the Company until such time as commercial production may be realized. Once commercial produc­
tion begins, the Company is entitled to receive a royalty of 5% of the net operating profits, or $7,500 a 
month, whichever sum is greater, until Coeur d’Alene Mines Corporation has been reimbursed in full 
for its capital expenditures on the property prior to commencement of commercial production. After 
Coeur d’Alene Mines Corporation is fully reimbursed, the Company is entitled to receive 35% of the 
net operating profits.
The Moose Creek Property: The Moose Creek property consists of three patented and 33 unpat­
ented lode mining claims in the Moose Creek Valley near Melrose County of Silver Bow, Montana. 
This property was acquired through the merger of Moose Creek Silver Mines, Inc. with the Company 
(explained in Note B).
The ultimate realization of the capitalized development expenditures cannot presently be deter­
mined and no provision for any possible revaluation of these assets has been made in the financial 
statements.
Auditor’s Report
Board of Directors 
Royal Apex Silver, Inc.
Wallace, Idaho
We have examined the consolidated balance sheets of Royal Apex Silver, Inc. and subsidiaries as 
of December 31, 1985 and 1984, and the related consolidated statements of operations, stockholders’ 
equity, and changes in financial position for each of the three years in the period ended December 31, 
1985. Our examinations were made in accordance with generally accepted auditing standards and, 
accordingly, included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances.
The Company is unable to present cumulative statements of operations, changes in financial 
position, and stockholders’ equity from the inception of the exploratory stage activities due to incom­
plete accounting records maintained by Silver State Consolidated Mines Company prior to 1975, the 
date of the merger, explained in Note B to the financial statements. Presentation of such statements is 
required by Statement of Financial Accounting Standards No. 7 of the Financial Accounting Stand­
ards Board.
As discussed in Note C, the Company has a significant investment in mining properties that are in 
the exploratory stage. The ultimate realization of the Company’s investment in those assets is depen­
dent upon commercial development of ore deposits in the mining properties in sufficient quantity for 
the Company to recover its investment. The ultimate realization of the Company’s investment in 
mining properties cannot presently be determined and no provision for any possible revaluation of 
these assets has been made in the financial statements.
In our opinion, except for the omission of cumulative financial information explained in the second
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paragraph, and subject to the effects of such adjustments as might have been required had the 
ultimate realization of the carrying value of the mining properties as described in the preceding 
paragraph been known, the financial statements referred to above present fairly the consolidated 
financial position of Royal Apex Silver, Inc. and subsidiaries, at December 31, 1985 and 1984, and the 
consolidated results of their operations and the changes in their financial position for each of the three 
years in the period ended December 31, 1985, in conformity with generally accepted accounting 
principles applied on a consistent basis.
February 7, 1986, except as to Note L as to which the date is March 14, 1986.
STARRETT HOUSING CORPORATION
Notes to Financial Statements
2. Claims Receivable
During the period 1974-1976, the Company (including certain of its subsidiaries) entered into 
agreements with Bank Omran for the purchase of land and the construction, marketing and financing 
of a condominium apartment complex near Tehran comprised of eight 26-story buildings containing 
approximately 1,600 apartment units (the “Project”). Among other things, the agreements provided 
for the recovery of the actual costs incurred by the Company for the Project or for an equitable solution 
considering all of the work performed in the event of governmental action, insurrection or other acts of 
force majeure which prevented completion of the Project. Bank Omran also guaranteed that it would 
repay all loans, with accrued interest, actually and properly spent for the Project in the event of 
expropriation or insurrection directly affecting the Project.
Construction of the first buildings commenced in January 1976. Work on the Project continued 
steadily thereafter until the events of the insurrection in Iran, which began in early 1978, brought all 
work on the Project to a virtual standstill by the fall of 1978. By that time, the Project was nearing 
completion. The superstructures of all eight buildings had been erected, the first two buildings were 
nearly finished, and interior work in the other buildings was in progress.
While the Company maintained a minimal presence in Iran until November 1979, further per­
formance was rendered impossible and impractical by reason of the actions in Iran for which, the 
Company has alleged, the Islamic Republic of Iran (“Islamic Republic”) is responsible, and the Com­
pany was effectively deprived of the use, control and benefits of the Project. As indicated below, in 
January 1980, the Islamic Republic expropriated the Company’s ownership, contractual and other 
property interest in the Project.
In March 1979, effective as of the fourth quarter of 1978, because of the events in Iran, the 
Company decided not to consolidate its Iranian subsidiaries and to change its method of accounting for 
sale of condominium apartments from the percentage-of-completion method to the completed contract 
method.
On November 9, 1981, the Company filed claims with the Iran-U.S. Claims Tribunal in The 
Hague, Netherlands against the Islamic Republic and Bank Omran, Bank Mellat and Bank Markazi, 
each an agency, instrumentality and controlled entity of the Islamic Republic. The claims filed 
amounted to approximately $112,500,000 through September 30, 1981, exclusive of interest since that 
date. The claims filed by the Company were based upon the unlawful expropriation of the Company’s 
ownership, contractual and other property interests in the Project and also alternatively upon the 
failure of the named respondents to repay and compensate the Company for its unrecovered loans, 
interest on loans, costs and other losses including loss of profits, in accordance with the contractual 
force majeure provisions, loan guarantee and other obligations. The respondents asserted various 
defenses and counter-claims.
A five day hearing on the claims was held in The Hague starting on February 7 and ending 
February 14, 1983. The hearing was a full and substantive trial on the merits of the facts and the law. 
It was held before Chamber Number One of the Tribunal, which was presided over by the Honorable 
Gunnar Lagergren of Sweden, then President of the entire Tribunal. The other two members of the 
Chamber were the Honorable Howard M. Holtzmann, the senior American member of the Tribunal 
and the Honorable Mahmoud M. Kashani, then senior Iranian member.
On December 19, 1983, the Chamber handed down an Interlocutory Award, which is not appeala­
ble, holding that the Government of Iran had expropriated all the Company’s ownership, contractual 
and other property interests in the Project and appointing an expert to assist in making a valuation of 
such expropriated property. The expert is presently nearing completion of the work assigned to him. 
The Tribunal in its award determined that January 31, 1980 should be considered the date of the 
taking. The terms of reference for the expert provide that he shall give his opinion concerning, as of
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January 31, 1980: (i) the value of the Company’s Iranian subsidiary which owned the Project (“Shah 
Goli”), including the value of the Project in Shah Goli’s hands; (ii) the net profit of the Project, if any, 
the Company would reasonably have received through management fees paid to its Iranian subsidiary 
formed to perform certain management functions for the Project; (iii) how the amount of compensation 
to the Company should be reduced to reflect the 20% interest in Shah Goli not owned by the Company; 
(iv) the proper method for taking into account loans made to Shah Goli for the purposes of the Project, 
as defined in the project agreement, including the amount of principal and accrued interest of each 
such loan, the identity of the lender and borrower, and the extent to which the proceeds were 
expended for the purposes of the Project; and (v) an estimate of the value of the heavy duty con­
struction equipment used on the Project, with an indication of which corporation owned such equip­
ment. The terms of reference also provide, among other things, that the expert examine the counter­
claims with a view to including in his valuation such liabilities mentioned therein which are related to 
Shah Goli or the Project, recognizing that the Tribunal has not made any legal determination concern­
ing the counter-claims.
The American member of the Chamber, Mr. Holtzmann, filed a separate concurring opinion in 
which, among other things, he expressed the conclusion that the expropriation had occurred far 
earlier than January 31, 1980. The concurring opinion also noted that the Tribunal has not decided the 
merits of the Company’s alternative claims under the contractual provisions or the separate loan 
guarantee, nor has it determined the effect on them of the Interlocutory Award. The Iranian member 
of the Chamber dissented.
The expert has been appointed to provide his assistance and valuation judgments to the Tribunal 
by furnishing a report in accordance with the terms of reference described above. The Tribunal when 
it receives the expert’s report (which has not yet been issued in final form) is empowered, without any 
appeal, to take the report into account to the extent it may deem appropriate, and accordingly the 
Company cannot determine with accuracy the amount and timing of any recovery. On December 18, 
1985 the expert sent to the parties a lengthy and detailed draft of his final valuation report with a 
request for their suggested revisions or corrections, which the parties delivered to him as requested in 
a series of three separate submissions during the twelve-week period ended March 12, 1986. It is 
expected that the expert’s final valuation report will be submitted to the Tribunal and the parties 
within the next 30 to 60 days and will leave a number of legal and other questions involving substantial 
amounts to the Tribunal, which will also determine the rate and amount of interest to be awarded from 
January 31, 1980 through the date of payment. Before rendering its award, the Tribunal may hold 
further hearings and permit or require additional written submissions from the parties.
In light of the circumstances, the Company has determined to continue to carry on its balance 
sheet the claims receivable as at December 31, 1985 at approximately the same amount as the 
preceding quarter and to establish a pretax reserve of $6,500,000 for costs associated with completion 
of the arbitration, including continuing interest attributable to its loans to the Project. Because of the 
present uncertainty, no assurance can be given as to the timing or amount of the Company’s recovery 
and the related effects, if any, on the Company’s financial statements.
The Tribunal was created by the January 19, 1981 Claims Settlement Declaration of the Govern­
ments of Algeria, Iran and the United States, one of the agreements made by those governments in 
connection with the release of the American hostages. Pursuant to that Declaration, a security fund of 
$1,000,000,000 has been established from which all arbitral awards in favor of American claimants are 
to be paid and the Islamic Republic (with the further guarantee of Bank Markazi) has agreed to 
maintain this fund at a minimum of $500,000,000 until all such arbitral awards have been paid in full. 
Recently, the fund dipped below that minimum amount and steps are in progress to replenish it to that 
level.
Based on the guarantee agreement from Bank Omran, Starrett’s outside bank lenders have filed 
claims with the Iran-U.S. Claims Tribunal to collect a portion of the outstanding bank debt, but no 
assurance can be given as to the possible outcome of such claims.
Auditors’ Opinion
The Board of Directors and Shareholders of 
Starrett Housing Corporation:
We have examined the consolidated financial statements and supplemental schedule of Starrett 
Housing Corporation and consolidated subsidiaries, listed in the foregoing table of contents. Our 
examinations were made in accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
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As discussed in Note 2 to the financial statements, investments in and advances by the Company 
to certain unconsolidated Iranian subsidiaries with respect to a condominium apartment project in 
Iran are carried as claims receivable. In December 1983 the Iran-United States Claims Tribunal ruled 
that the Company’s ownership, contractual and other property interests in the project had been 
expropriated and appointed an expert to assist in valuing such expropriated property. The ultimate 
amount of recovery on the Company’s various Iranian claims, including those relating to its invest­
ments and advances, is to be determined by the Tribunal, and therefore the ultimate award to the 
Company is not presently determinable.
In our opinion, subject to the effects on the financial statements that might have occurred had the 
amount of the recovery on the Iranian claims referred to in the preceding paragraph been known, such 
consolidated financial statements present fairly the financial position of the companies at December 
31, 1985 and 1984 and the results of their operations and the changes in their financial position for each 
of the three years in the period ended December 31, 1985, in conformity with generally accepted 
accounting principles applied on a consistent basis. Also, in our opinion, subject to the effects on the 
supplemental schedule that might have occurred had the amount of the recovery on the Iranian claims 
referred to in the preceding paragraph been known, such supplemental schedule, when considered in 
relation to the basic consolidated financial statements, presents fairly in all material respects the 
information shown therein.
March 28, 1986.
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III
WRITEDOWN TO IDENTIFIABLE 
KINDS OF AMOUNTS
The issues paper describes several kinds of amounts—for example, value in use—to which the 
carrying amount of a long-lived asset might be written down in response to the inability to fully 
recover the carrying amount. Some companies in NAARS whose financial statements were re­
viewed for this survey wrote the carrying amounts of long-lived assets down to amounts that could 
be identified as specific kinds of amounts described in the issues paper. Fourteen examples of such 
companies are presented below.
ADOBE RESOURCES CORPORATION
Notes to Financial Statements
4. Impairments of Investments
The significant decline in oil and gas prices as discussed in Note 3 has caused the industry outlook 
to become more uncertain. In response to these conditions, management assessed the carrying value 
of each of its equity and cost basis investments in the oil and gas industry.
With respect to oil and gas related equity basis investments, the Corporation wrote down the 
carrying values of its investment in the common stock of Universal Resources Corporation (Universal) 
and Conquest Exploration Company (Conquest) by $17.9 million and $16.9 million, respectively, as of 
December 31, 1985. After the write-downs, the carrying amounts of each of these common stock 
investments approximates their respective market values. In addition, the Corporation wrote off the 
$4.6 million cost of its warrant to acquire 2,000,000 shares of Conquest at $9.75 per share. The warrant 
expires in February 1987.
With respect to oil and gas related cost basis investments, impairment adjustments totaling $7.1 
million were recorded as of December 31, 1985.
• •  •  •
ALCOA
Notes to Financial Statements 
F. Foreign Currency Translation
• •  •  •
The translation adjustment account at the end of 1984 included charges of $44.6 resulting from 
the devaluation of the Venezuelan currency in 1983 and 1984 and its effect on Alcoa’s investment in 
Venezuela. In December 1985, Alcoa determined this investment was permanently impaired and
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wrote it down to net realizable value by a charge to equity earnings of $36.2. Consequently, the 
translation adjustment account at year-end 1985 reflects a reversal of the prior years’ charges.
Translation adjustments during 1985 also reflect the reversal of previous charges due to the 
weakening of the U.S. dollar in 1985.
A summary of foreign currency exchange gains (losses) included in Alcoa’s net income follows.
1985 1984 1983
Consolidated companies $ 7.7 $4.2 $(1.4)
Equity companies: 
Alcoa Aluminio S.A. (7.0) (5.9) (1.9)
Alcoa of Australia Limited (5.1) (5.6) (.3)
Other 18.3 .9 3.3
$13.9 $(6.4) $ (.3)
ÆTNA LIFE AND CASUALTY COMPANY
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• • • •
Deferred Policy Acquisition Costs
Acquisition costs, which consist primarily of commissions, certain underwriting and agency 
expenses and the cost of issuing policies, vary with, and are primarily related to, the production of 
new and renewal insurance business. Annuity and individual life business acquisition costs are de­
ferred and amortized over the expected premium-paying periods of the related policies. Acquisition 
costs of other lines of business are deferred and amortized over the life of the insurance contract. 
Deferred acquisition costs are reviewed to determine if they are recoverable from future income, 
including investment income. If the deferred costs are not recoverable, they are expensed. Capitalized 
and amortized deferred costs were $1.1 and $.9 billion for 1985, $.9 and $.8 billion for 1984, and $.8 and 
$.7 billion for 1983, respectively. The 1984 amortized amount includes a $19.4 million writedown ($12.3 
million after tax) as a result of the “fresh start” reserve adjustment (see also Note 9).
• • • •
Goodwill
Goodwill, which represents the excess of cost over the fair value of net assets of acquired 
subsidiaries and affiliates, is amortized on a straight-line basis over periods not exceeding 40 years. 
Total unamortized goodwill was $437.8, $430.9 and $660.3 million at December 31, 1985, 1984 and 
1983, respectively. The 1984 balance reflects a net decrease of $209.0 million in goodwill related to the 
sale of Geosource Inc. and the Company’s investment in Gearhart.
9. Federal Income Taxes
The Deficit Reduction Act of 1984, enacted on July 18, 1984 and retroactive to January 1, 1984, 
changed the method by which life insurance companies are taxed. This method embodies the tax rules 
generally applicable to other corporations except for allowing a special life insurance company deduc­
tion of 20% of taxable income.
As part of the transition to this different method of taxation, life insurance companies are re­
quired to recompute certain policyholder reserves as of January 1, 1984 for tax purposes. The Com­
pany recognized a one-time “fresh start” tax benefit in the third quarter of 1984 related to this 
recomputation of reserves amounting to $65.0 million, the balance of deferred federal income tax 
liability at September 30, 1984. This benefit was diminished by a $20 million after-tax adjustment to 
deferred acquisition costs and policy reserves to reflect the reduced investment income potential
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resulting from the “fresh start” adjustment compared to original pricing assumptions on certain life 
company product lines.
Prior to 1984, the Life Insurance Company Income Tax Act of 1959 permitted the deferral from 
taxation of a portion of statutory income under certain circumstances. In these situations, the de­
ferred income was accumulated in a “Policyholders’ Surplus Account” and will be taxable in the future 
only under conditions which management considers to be remote; therefore, no federal income taxes 
have been provided for in the financial statements. The balance for tax return purposes of the 
Policyholders’ Surplus Account as of December 31, 1983, which is frozen under the Deficit Reduction 
Act of 1984, is approximately $840.0 million for Ætna Life Insurance Company and $17.2 million for 
Ætna Life Insurance and Annuity Company.
The summarized components of income tax expense below include a current tax charge on U.S. 
operations of $78.2 million for 1985. The 1984 tax credit arises mainly from a carryover of investment 
tax credits and a partial offset of taxes on realized capital gains. For 1983 the credits were due 
principally to the carryback of losses and tax credits.
(Millions) 1985 1984 1983
Current taxes (credits):
On operating earnings $ 78.2 $ (49.7) $(33.4)
On operating earnings-foreign taxes 5.5 10.8 9.8
On realized capital gains or losses 52.9 127.0 46.8
Deferred taxes (credits):
136.6 88.1 23.2
On operating earnings 25.1 91.5 57.6
On operating earnings-foreign taxes — — (.7)
On realized capital gains or losses (30.5) (118.5) (33.8)
On fresh start adjustment — (65.0) —
(5.4) (92.0) 23.1
Total
Federal income taxes (credits) on operating 
earnings, excluding those related to minority
$131.2 $ (3.9) $46.3
interests and Participating Department $ 96.3 
Deferred taxes (credits) generated by timing differences were as follows:
$ (15.1) $ 16.5
(Millions) 1985 1984 1983
Reserve adjustments $(20.0) $(100.2) $29.4
Fresh start adjustment — (65.0) —
Special life company deductions 3.6 15.8 9.0
Deferred policy acquisition costs 98.1 32.6 20.7
Casualty-property underwriting adjustments 23.3 33.9 4.7
Investment income and expenses
Net impact of current gains and (losses) on
(10.2) 17.7 8.9
deferred taxes (41.1) 28.8 (20.4)
Realized capital gains or (losses) (30.5) (118.5) (33.8)
Benefit plans
Offset of tax credit from operations to realized
(13.0) (1.1) (.6)
capital gains (12.2) 54.7 —
Investment and foreign tax credits — 10.9 (7.9)
Adjustments to prior years’ provisions (.4) 2.1 9.1
Other, net (3.0) (3.7) 4.0
Total $ (5.4) $ (92.0) $23.1
Total income tax expense was different from the amount computed by applying the federal income 
tax rate of 46% to income before income tax expense for the following reasons:
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(Millions) 1985 1984 1983
Income from U.S. operations $482.6 $ 87.9 $347.0
Income from non-U.S. operations 24.3 35.9 48.8
Total 506.9 123.8 395.8
Less equity subsidiaries—reported net of taxes 22.3 (59.2) (24.4)
Less tax-exempt interest 213.2 276.4 314.2
Less excludable dividends 50.9 58.1 73.1
Plus minority interests and Participating 
Department—reported net of taxes 4.0 22.2 14.9
Adjustment income (loss) before taxes 224.5 (129.3) 47.8
Tax rate 46% 46% 46%
Application of the tax rate 103.3 (59.5) 22.0
Fresh start adjustment — (65.0) —
Special life company deductions (47.1) (56.2) (47.6)
Capital gains rate differential 26.8 24.0 (16.3)
Investment tax credits (6.2) (6.6) (9.7)
Tax benefits of operating losses not taken 42.0 78.2 95.9
Adjustments to prior years’ provisions (2.4) (3.4) (10.6)
Basis difference on sale of subsidiaries (22.7) 77.7 —
Benefits of capital losses not taken 23.2 — —
Goodwill adjustment 20.3 4.5 7.5
Other, net (6.0) 2.4 5.1
Income tax expense (credit) $131.2 $ (3.9) $ 46.3
At December 31, 1985, Ætna Life & Casualty had tax return operating loss carryforwards of $1.6 
billion. If not utilized to offset future taxable income, such carryforwards will expire as follows: $3.0 
million in 1993, $78.9 million in 1995, $481.4 million in 1996, $454.9 million in 1997, $275.7 million in 
1998, $63.0 million in 1999 and $195.2 million in 2000. For financial statement purposes, unrecognized 
tax benefits of operating loss carryforwards were $18.7, $116.3 and $218.9 million for the years ended 
December 31, 1985, 1984, and 1983, respectively. The unrecognized tax benefits of capital loss car­
ryforwards were $23.2 million for the year ended December 31, 1985. The cumulative unrecognized 
tax benefits of operating and capital loss carryforwards as of December 31, 1985 were $466.7 and $23.2 
million, respectively.
The Internal Revenue Service has completed examination of the federal income tax returns of the 
consolidated nonlife companies through 1978. Ætna Life Insurance Company through 1978, and 
Ætna Life Insurance and Annuity Company through 1968. Discussions are being held with the 
Service with respect to proposed adjustments; however, management believes there are adequate 
defenses against or sufficient reserves to provide for such adjustments.
DELTAUS CORPORATION
Notes to Financial Statements
Summary of Significant Accounting Policies
• • • •
In 1985, the Company indefinitely stacked its rigs in the West Texas division as a result of 
reduced demand for contract drilling. In the fourth quarter 1985, an additional charge of $6,200,000 
was recorded in depreciation expense to write down 9 rigs to estimated recoverable value.
• • • •
ENSERCH CORPORATION
Notes to Financial Statements
2. Unusual Items
• • • •
Writedown of Assets—The Corporation included as unusual items $259 million (pre-tax) in 
writedowns of asset values reflecting a reassessment of the carrying values of certain assets in light of
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existing market conditions. The Corporation determined to writedown the carrying value of certain oil 
field services assets by approximately $227 million ($141 million after tax). The writedown reflects an 
impairment in value resulting from the continuation of depressed conditions in the oil field services 
industry caused by lower energy prices. Carrying values of property, plant and equipment of Pool 
Company were reduced by $196.5 million to estimated net realizable value. The remaining amount of 
the writedown provides for other losses attributable to the sustained downturn in business activity. 
Taxes provided on the Pool Company writedown (primarily deferred income taxes) were less than the 
statutory rate due to the absence of tax benefits from the writedown of certain foreign assets. 
Additionally, some $32 million ($19 million after tax) was provided for the shut-down of gold mining 
operations of the petroleum exploration and production segment due to the absence of reasonable 
prospects for cost recovery from future revenues and for the write-off of certain assets of the engi­
neering and construction business segment.
Provision for Impairment of Investment in Oceaneering International, Inc.—In January 1984, 
the Corporation sold its undersea services subsidiary to Oceaneering International, Inc. (OII) in 
exchange for 426,379 shares (after adjustments) of Oil’s convertible adjustable rate cumulative pre­
ferred stock. The initial carrying value of the OII preferred shares, based on the net book value of 
assets and liabilities transferred, was $42.6 million. In addition, the Corporation owns 1,205,325 
shares of restricted common stock of OII which were accepted in lieu of certain cash dividends due on 
the preferred stock. Although these shares had a market value of $4.1 million when the dividend was 
declared, no income was recognized for the common stock when received due to the uncertain value of 
OII preferred stock. The combined holdings entitle the Corporation to 19.9% of the voting rights in 
OIL
In December 1985, management of the Corporation evaluated its investment in OII and deter­
mined the net realizable value of its holdings at present and for the foreseeable future to be approxi­
mately $11 million. The Corporation has accordingly made a provision for a loss of some $31.5 million 
to reflect the impairment of this investment. No income tax benefit related to the provision has been 
recognized, since none is available at this time. Ultimate realization of the estimated remaining value 
of the investment is dependent upon a number of factors, including a sustained improvement in the 
economic environment impacting the undersea services business.
• • • •
M.A. HANNA COMPANY
Notes to Financial Statements
National Intergroup, Inc.:
In December 1984, Hanna wrote down its investment in National Intergroup, Inc. to market 
value by a charge to income of $32,516,000. This writedown had no effect on stockholders’ equity since 
the investment was carried at market for balance sheet purposes.
MIDLAND SOUTHWEST CORPORATION
Notes to Financial Statements
(5) Write-down of Deep Drilling Equipment
During 1985, the Company determined that the market for its deep drilling equipment had 
softened to the point that the carrying value of this equipment had become permanently impaired. The 
Company concluded that there was no probable expectation of realizing the existing carrying value 
through future operations and, accordingly, recorded a charge of $11,162,000 to reduce the net book 
value to an amount considered realizable in future periods.
OIL SECURITIES, INC.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• • • •
Equity Securities
At December 31, 1985, equity securities consisted of investments in three generally inactive
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companies. Such amounts are stated at cost, as adjusted for permanent impairment, which approxi­
mates market.
• • • •
ONEOK, INC.
Notes to Financial Statements
(A) Summary of Significant Accounting Policies
• • • •
During 1985, the Company estimated that, given current and projected economic conditions, it 
would not recover its investment in three drilling rigs through future contract drilling revenues; these 
three rigs have a depth capability of 20,000 to 25,000 feet. Therefore, during 1985, the Company 
wrote-down its net investment in the three drilling rigs to their estimated net realizable value. The 
write-down was made to reflect what the Company believes is a permanent impairment in the value of 
the rigs that has resulted from the continued decline in exploration and drilling for deep natural gas 
reserves.
A total of $5,184,000 was charged to 1985 depreciation expense to record the write-down.
PUBLICKER INDUSTRIES, INC.
Notes to Financial Statements
Note 2—Corporate Revaluation
Effective January 1, 1984, the Company implemented a corporate revaluation. This revaluation 
permitted the Company to eliminate the adjusted accumulated deficit account as of that date, by a 
charge against additional paid-in capital, and to establish a new retained earnings account for the 
accumulation of the results of future operations.
In connection with the revaluation, management evaluated all of the Company’s assets. As part of 
its asset redeployment strategy, the Company previously evaluated various alternatives regarding 
the industrial alcohol facility in Philadelphia, which had been idle since the first quarter of 1982. Since 
that time, market conditions have not improved and viable alternatives have not been developed. As a 
result, these assets, including those of the bulk liquid storage business, were revalued and adjusted on 
an estimated recoverable basis as of January 1, 1984. The revaluation included a provision of 
$9,524,000 for disposition of, and pension costs relating to, the Philadelphia facility.
The Company evaluated its other businesses, including its United Kingdom Beverage Division, as 
going concerns; the related assets were revalued and adjusted on a going-concern basis, after giving 
consideration to recent appraisals. (Subsequently, in March 1985, the Company adopted a plan to sell 
its U.K. Beverage Division and has further adjusted the carrying value of the related net assets. See 
Note 3.) The revaluation resulted in a charge to the accumulated deficit account as of January 1, 1984 
of $27,905,000. This amount included the net write-down of assets, amounting to $5,710,000; the 
reversal of the Company’s cumulative translation adjustment account of $12,671,000; and the provi­
sion for disposition and pension costs noted above.
The following is a summary of the change in the net assets of idle facilities referred to above 
during 1985 and 1984 (in thousands of dollars):
Estimated 
Recoverable 
Value of 
Idle Assets
Disposition 
and Carrying 
Cost
Reserves Net
Balance—January 1, 1984, 
after Corporate Revaluation 
1984 Activity.............................
$9,284 $(3,882) $5,402
(634) 1,288 654
Balance—December 31, 1984.............................  8,650
1985 Activity........................................................ (346)
(2,594) 6,056
1,592 1,246
Balance—December 31, 1985. $8,304 $(1,002) $7,302
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RAYMARK CORPORATION
Notes to Financial Statements
Note F—Restructuring
In the third quarter of 1985, the Company implemented a restructuring program to reduce 
operating costs, dispose of underutilized assets, and to recognize an impairment in the carrying value 
of a production facility at Manheim. Accordingly, the Company recognized a charge of $10,900 or $3.81 
per share. This charge consists of a write-down of certain manufacturing facilities and related inven­
tories to their estimated net realizable value amounting to $5,000 and $3,400 respectively. 
Additionally, the Company recorded a charge of $2,500 for accrued termination benefits resulting 
from senior management changes and administrative reductions. These charges are included in the 
following captions in the consolidated statement of operations: other expenses $5,000; cost of sales 
$3,400; and selling and administrative expenses $2,500.
• • • •
THE STANDARD OIL COMPANY
Notes to Financial Statements
Note B: Unusual Items
During the fourth quarter of 1985 the Company recorded special charges of $1.7 billion pre-tax 
($1.1 billion after tax) which are classified as unusual items in the Statement of Income. These special 
charges provided for the following:
• • • •
$255 million related to losses from disposal of certain undeveloped coal properties and the partial 
write-down of equipment and mine development costs at certain high-cost operating coal mines to the 
extent that estimated future cash flows will not recover current book values.
• • • •
UGI CORPORATION
Notes to Financial Statements
2. Provision for Asset Write-Downs and Other Estimated Costs
In the latter part of 1985, after a study which assessed the deteriorating conditions in the oil fields 
and the probability of continued depressed levels of activity, management concluded that the carrying 
value of certain assets and the commitment to certain fixed obligations could not be recovered through 
future operations. To recognize this economic impairment, the Company wrote down certain assets 
and recorded certain estimated future costs in December 1985. Capitalized costs related to the acquisi­
tion, exploration and development of natural gas reserves were written down to the full cost ceiling 
prescribed by the Securities and Exchange Commission. Contract drilling and oil field services equip­
ment was written down to estimated net recoverable amounts and the excess of drilling rig lease 
obligations over estimated net recoverable amounts was accrued.
In addition, to reflect the decline in estimated net recoverable amounts, the Company wrote down 
its 15% investment in a partnership joint venture which operates a corn-to-ethanol plant in South 
Point, Ohio and the assets of a marketer of medical diagnostic instruments, and recorded estimated 
obligations related to these two operations.
The write-downs and accruals totaled $79,086,000; $45,661,000 after tax or $5.12 per primary 
share, summarized by business activity as follows:
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WEDCO TECHNOLOGY, INC.
Notes to Financial Statements
1 Summary of Significant Accounting Policies 
(f) Property, Plant, and Equipment
• • • •
On March 31, 1986, the Company recorded a one time pretax write-down of machinery and 
equipment at its plastic bottle division of $932,000. This write-down reflects a permanent impairment 
to carrying value and adjusts the machinery and equipment carrying value to its estimated net 
realizable value.
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IV
WRITEDOWN TO UNIDENTIFIABLE 
KINDS OF AMOUNTS
Some companies in NAARS whose financial statements were reviewed for this survey wrote 
the carrying amounts of long-lived assets down to amounts that could not be identified as specific 
kinds of amounts such as those described in the issues paper. However, the advisory conclusions 
in the issues paper did not explicitly recommend that any particular kind of amount be used and 
did not recommend disclosure of the kind of amount that was used. Fifteen examples of such 
companies are presented below.
The independent accountant of one of the companies expressed a “subject to” opinion pertain­
ing to the writedown. The report of the accountant is included with the example.
ÆTNA LIFE AND CASUALTY COMPANY 
Notes to Financial Statements
2. Acquisitions/Divestitures
• • •  •
The carrying value of the Company’s investment in Gearhart common stock was $179.2 million at 
September 30, 1985. Because of the depressed market value of Gearhart’s common stock, the Com­
pany decided during the fourth quarter of 1985 to adjust the carrying value of its investment in 
Gearhart common stock to $90.0 million. Such revaluation resulted in a fourth quarter, 1985 charge of 
$89.2 million to the Company’s net income. Of this amount, $34.2 million representing the balance of 
the unamortized portion of goodwill was charged to operating earnings. Because the Company is in a 
net loss carryforward position, there were no reportable tax benefits related to the transaction.
•  •  •  •
ALCAN ALUMINUM LIMITED
Notes to Financial Statements
Note 11 Special Charges and Rationalization Expenses
Approximately one-half of the charge of $416 reflects the estimated long-term impairment in 
economic value of the Company’s bauxite and alumina operations arising from a large excess of 
production capacity in the world compared with existing and anticipated demand.
The remainder of the special charges and rationalization expenses related to a program to reduce 
levels of management and the total number of employees, to costs associated with the sale and 
restructuring of a number of small businesses, to the reduction in value of certain overseas invest­
ments, and to the write-down of certain raw material inventories.
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AMERICAN GUARANTY FINANCIAL CORPORATION
Notes to Financial Statements
(D) Investment in Pacific Coal Corporation
The investment in Pacific Coal Corporation is comprised of the following at December 31:
1985 1984
Participation in 12% mortgage loan due 
July 1, 1988, collateralized by a coal
export facility in Portland, Oregon $20,000 20,000
Advances, bearing interest from 0% to
13%, due on demand 2,949 2,504
Accrued interest receivable, due on demand 592 400
Common stock, at cost—60% interest 6 6
23,547 22,910
Less allowance for impairment in value 22,597 20,952
Net investment in Pacific Coal Corporation $ 950 1,958
Pacific Coal was formed for the purpose of constructing and operating a coal port terminal on land 
owned by the Port of Portland (Port). The Company owns 60% of the outstanding shares of Pacific 
Coal. In conjunction with the acquisition of the shares, the Company agreed to guarantee lease 
payments to the Port.
The lease executed by Pacific Coal with the Port calls for an annual lease payment of $693. Pacific 
Coal also agreed to pay a “throughput” royalty on each ton of coal it handled, starting with an annual 
minimum of $1,000 in 1984 and escalating to $4,500 in 1994 through the balance of the lease term. 
Minimum payments are $119,000 over the twenty-five-year life of the lease. The Company and other 
parties are currently negotiating an option with the Port of Portland which, if exercised, would relieve 
the Company of its lease guarantees.
In 1982, Pacific Coal borrowed $25,000 from Far West Federal Bank, S.B. (Far West), which loan 
was guaranteed by the Company. In 1983, Far West filed suit to foreclose on the $25,000 loan and to 
enforce the related guarantee. Later in 1983, the Company settled the aforementioned suit and 
obtained a $12,900 participation in the loan to Pacific Coal. In addition, as a result of the sale of 
AGLIC, the Company obtained an additional $7,100 participation in the loan to Pacific Coal. The 
remaining $5,000 interest retained by Far West has priority over the interests of the Company. As 
part of the settlement, the Company was relieved of its guarantee on the loan.
The funds for the acquisition of the participation interests were obtained by loans from Far West 
in the sum of $20,000, secured by a nonrecourse deed of trust on the Company’s Rippling River 
Resort. Effective December 31, 1984, the Company transferred Rippling River Resort to Far West in 
satisfaction of the debt plus accrued interest of $2,149.
In 1984, a receiver was appointed by the court with the authority, subject to an order of the court, 
to dispose of the coal port terminal by either public or private sale.
The investment in Pacific Coal is carried using the cost method because control of Pacific Coal is 
likely to be temporary. Although management of the Company is optimistic that the facility can be 
sold for an amount that will enable the Company to recoup the carrying value of its investment in 
Pacific Coal, the exact amount is not determinable at this time. As part of the current negotiations 
with the Port, the Company would receive $950 upon exercise of the aforementioned option.
The Board of Directors and Stockholders 
American Guaranty Financial Corporation:
We have examined the consolidated financial statements of American Guaranty Financial Corpo­
ration and subsidiaries as listed in the accompanying index. Our examinations were made in accord­
ance with generally accepted auditing standards and, accordingly, included such tests of the account­
ing records and such other auditing procedures as we considered necessary in the circumstances. In 
connection with our examinations of the consolidated financial statements, we also examined the 
supporting schedules as listed in the accompanying index.
As discussed further in note L to the consolidated financial statements, the Company is a party to
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various legal actions. These actions claim substantial damages and the outcome of these actions is not 
presently determinable and no provision has been made in the consolidated financial statements for 
the effect, if any, of such litigation.
As discussed further in note D to the consolidated financial statements, recoverability of the 
Company’s net investment of $950,000 in Pacific Coal Corporation is dependent upon future develop­
ments.
In our opinion, subject to the effects on the 1985 and 1984 consolidated financial statements of 
such adjustments, if any, as might have been required had the outcome of the uncertainties referred to 
in the preceding two paragraphs been known, the aforementioned consolidated financial statements 
present fairly the financial position of American Guaranty Financial Corporation and subsidiaries at 
December 31, 1985 and 1984 and the results of their operations and the changes in their financial 
position for each of the years in the three-year period ended December 31, 1985, in conformity with 
generally accepted accounting principles applied on a consistent basis. Also in our opinion, subject to 
the effects of such adjustments, if any, as might have been required had the ultimate outcome of the 
uncertainties referred to in the preceding two paragraphs been known, the related supporting sched­
ules, when considered in relation to the basic consolidated financial statements taken as a whole, 
present fairly in all material respects the information set forth therein.
Portland, Oregon, January 24, 1986.
BIG THREE INDUSTRIES, INC.
Notes to Financial Statements
Note B. Unusual Charges
During 1985, the Company recognized an asset write-down of $78.3 million. The write-down was 
made primarily to recognize a significant reduction in the economic value of certain oilfield equipment 
and inventories of the Company’s Energy Related Group. The action reduced third quarter net 
earnings by $42.3 million or $1.10 per share.
The decision to write down the assets resulted from lower anticipated activity levels based upon 
projected industry demand. As a result of the lower anticipated activity levels, the Company deter­
mined that the carrying value of certain plant, equipment and inventory would not be recovered 
through future operations. Prior to the write-down, management had anticipated a recovery within 
the useful life of these assets for those services and products provided by the Company.
GIFFORD-HILL COMPANY, INC.
Notes to Financial Statements
Write-Down of Assets
During 1985 the Company recognized expenses of $59,891,000, composed of the write-down of the 
carrying amount of the assets of the Riverside, California cement operation and goodwill, the values of 
which have been permanently impaired because of excessive operating costs and increased competi­
tion from imported cement. The after-tax effect of these adjustments was $43,791,000 or $5.11 per 
share.
M.A. HANNA COMPANY
Notes to Financial Statements
Midland Southwest Corporation:
• • • •
Since September 1984, Hanna has been recognizing 100% of Midland Southwest Corporation’s 
net results and will continue to do so until Midland SouthWest Corporation’s deficit in common 
stockholders’ equity reaches a cumulative break-even.
As of December 31, 1985, Midland SouthWest Corporation has investment tax credit and net 
operating loss carryforwards of approximately $5,500,000 and $41,800,000, respectively, for financial 
statement purposes. For federal income tax purposes it had statutory depletion, investment tax credit 
and net operating loss carryforwards of $2,200,000, $5,500,000 and $43,800,000, respectively. The 
investment tax credit and net operating loss carryforwards expire principally in 1996 through 2000.
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PARLIAMENT HILL CORPORATION
Notes to Financial Statements
Note N—Due from Turnkey Associates and 
Pyrotex, Inc. Deferred Charge
In April 1984, Energy Solutions, Inc., a 54.2% owned subsidiary, entered into an informal agree­
ment with Deep Run Design, Inc. (“Deep Run”) to engage in the general business of waste manage­
ment. In connection with this agreement, Energy Solutions, Inc. has advanced to the project on an 
interest free basis amounts representing initial development stage costs and working capital of 
$426,000 through August 21, 1985 of which $35,000 was recorded as other assets at August 31, 1984.
Pursuant to a technology transfer agreement dated August 21, 1985, Deep Run assigned its 
entire right, title and interest in the technology it had developed to Tech Facilitators, Inc. (“TFI”), a 
newly formed corporation which was wholly-owned by Energy Solutions, Inc., in return for a 40% 
interest in TFI and the assumption by Pyrotex, Inc. of Deep Run’s obligation to reimburse to Energy 
Solutions, Inc. the $426,000 of advances. TFI simultaneously entered into an exclusive license royalty 
agreement with Pyrotex, Inc. to exploit the technology. Pyrotex, Inc. is owned forty percent by Deep 
Run, and sixty percent by Waste General Corporation, a wholly-owned subsidiary of the Company.
Pyrotex, Inc.’s initial project consisted of the acquisition and conversion of an abandoned coke 
facility for conversion into a municipal solid waste disposal facility. On April 15, 1985 Energy Solu­
tions, Inc. entered into an option purchase agreement to purchase a dormant coke facility located on 
160 acres of land for $5,000,000. Energy Solutions, Inc. paid $250,000 upon signing the option pur­
chase agreement and, for $325,000, the aggregate costs incurred to date by Energy Solutions, Inc. for 
the option, assigned the option on August 21, 1985 to Turnkey Associates, a limited partnership for 
which Energy Solutions, Inc. is the sole general partner, and a company, controlled by the principal 
stockholder and chairman of PHC, is the sole limited partner. Energy Solutions, Inc. remains primar­
ily liable on the option and agreed to manage Turnkey Associates in exchange for a 1% interest in the 
partnership. A $550,000 second installment on the option was paid in October 1985 by Turnkey 
Associates with the balance being due on April 15, 1986.
Turnkey granted to Pyrotex, Inc. an option to acquire approximately 40 acres of the option site 
which contained the abandoned coke facility provided that Pyrotex, Inc. received funding of at least 
$50,000,000 for the project. The project was to have been financed by a private financing and a 
$35,000,000 industrial revenue bond issue in September 1985. Because the proposed financing for the 
project was not consummated, Energy Solutions, Inc. recorded a $315,000 valuation allowance on the 
underlying deferred charge on Pyrotex, Inc.’s records from Pyrotex, Inc. (see Note T). Deep Run and 
Pyrotex, Inc. are currently pursuing alternative financing arrangements for this project.
PRODUCTION OPERATORS CORP.
Notes to Financial Statements
8. Unusual Item
During the fourth quarter 1985, the Company recognized an estimated loss of economic value in 
two of its enhanced recovery projects by an unusual charge against income. The lack of available CO2 
caused the suspension in operation of a gathering section of the Comanche Creek pipeline system in 
west Texas and a write-down of $5,000,000 was made to provide for probable loss on this investment. 
The second unusual write-down was taken in connection with the Wilmington Tertiary Venture in 
California where the economics of operation have been adversely impacted by a lower than anticipated 
production rate as well as declining oil prices. Because these factors are a substantial and continuing 
uncertainty, the Company provided a special year-end impairment allowance of $5,670,000 on this 
investment. After giving effect to provision for income tax benefit, these two unusual charges reduced 
net income from operations by $6,085,000.
THE STANDARD OIL COMPANY
Notes to Financial Statements
Note B: Unusual Items
During the fourth quarter of 1985 the Company recorded special charges of $1.7 billion pre-tax 
($1.1 billion after tax) which are classified as unusual items in the Statement of Income. These special 
charges provided for the following:
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•  $440 million related to certain operating assets that will be made excess or obsolete by the 
modernization of the Company’s Utah copper production facilities, reassessment of other aspects of 
the metals mining business, and a provision for future shutdown costs which will be incurred dining 
the period in which Utah metals mining operations are suspended.
•  $530 million related to copper, coal and shale oil mineral reserves because of the current 
and foreseeable economic uncertainties for these commodities.
• • • •
STEPAN COMPANY 
Notes to Financial Statements
4. Unusual Items, Net
In 1984, unusual items, net, included a non-recurring loss of $4,630,000 ($2,580,000 after tax) 
representing a write-down of a portion of the company’s investment in its production equipment for 
enhanced oil recovery (EOR) chemicals and for surfactant equipment in France, and income of 
$1,728,000 ($864,000 after tax) from a long-term contract substantially performed in prior years.
• • • •
TEJON RANCH CO.
Notes to Financial Statements
D. Property and Equipment
• • • •
The Company’s vineyard operations have incurred substantial losses since they were placed in 
commercial production in 1982. Management anticipates that vineyard losses will continue in the 
foreseeable future and has concluded that the net book value of the vineyards will not be recoverable. 
Accordingly, during 1985, $3,617,000 was charged to operations to write-down the remaining net book 
value of the vineyards. The charge to operations for this write-down is included in the consolidated 
statement of income as “nonrecurring items-net.”
TEXACO, INC.
Notes to Financial Statements
Note 2. Special Charge—1984
The consolidated financial statements for 1984 reflect the write-down of certain assets and a 
provision for reserves resulting in a charge of $765 million, net of related income taxes. The write­
down reflects the permanent impairment of the value of selected manufacturing, transportation, and 
exploration and producing assets, in light of an evaluation of forecasted industry conditions at that 
time, as well as the integration of acquired Getty and certain European refining and marketing assets.
Approximately $341 million of the $765 million related to foreign-flag very large crude carriers; 
$226 million was attributed to certain exploration and oil and gas related assets; and $198 million 
related to the write-down of certain manufacturing facilities, as well as estimated costs of employee 
separation benefits and a provision for potential Department of Energy matters.
UGI CORPORATION
Notes to Financial Statements
• • • •
In December 1984, AmeriGas provided for the potential impairment of the carrying value of one 
of its subsidiary’s leveraged lease investments in railroad rolling stock as a result of the bankruptcy of 
the lessee. The pre-tax adjustment of $2,507,000 was charged to other income and had the effect of 
decreasing net income by $1,511,000 or $.17 per primary share.
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VULCAN MATERIALS COMPANY 
Notes to Financial Statements
2. Writedown of Investment in Associated Companies
In the fourth quarter of 1985, the assets of the company’s Saudi Arabian affiliates were written 
down to reflect an impairment of the carrying value of the assets due to adverse economic conditions. 
Under the equity method of accounting, that writedown resulted in a $2,315,000 decrease in the 
company’s investment in associated companies and a corresponding charge to earnings; net earnings 
for the fourth quarter of 1985 were reduced by $1,247,000 or $.11 per common share.
WESTBURNE INTERNATIONAL INDUSTRIES LTD. 
Notes to Financial Statements
4. Write Down of Assets
• • • •
(a) Contract Drilling
The Company has recorded a write down of $36,631,000 (net of $9,030,000 deferred income tax) in 
the value of its drilling assets. The write down relates principally to deep capacity drilling equipment 
for which limited demand has existed for several years and no improvement is expected in demand in 
the foreseeable future and to a re-evaluation of certain of its current working fleet of drilling rigs. To 
reflect the reduction in value of drilling assets, accumulated depreciation was increased by 
$33,925,000, the carrying value of other drilling assets was reduced by $1,806,000 and unrealized 
foreign exchange losses were reduced by $9,930,000.
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V
WRITEOFFS OF CARRYING AMOUNTS
The issues paper discusses the writedown of the carrying amounts of long-lived assets to specific kinds of amounts greater than zero, but it does not discuss their writedown to zero, that 
is, their writeoff. However, the principles discussed in the issues paper also apply to the writeoff 
of carrying amounts.
Some companies in NAARS that were reviewed for this survey wrote off the carrying 
amounts of long-lived assets in response to an inability to recover the carrying amounts. Six examples of such companies are presented below.
ADOBE RESOURCES CORPORATION
Notes to Financial Statements
4. Impairments of Investments
• • • •
As a result of a reorganization of Danville during the fourth quarter of 1985 (see Note 8), goodwill 
and certain components of the Danville investment aggregating $5.3 million were considered to have 
no further value and were written off.
During the second quarter of 1985, the Corporation wrote down the carrying amount of its equity 
investment in Accutest Corporation (Accutest) by $2.7 million and during the fourth quarter the 
remaining balance of the Accutest investment of $1.0 million was written off.
In the case of each of these impairments, management of the Corporation considered the decline 
in value to be other than temporary.
ENSERCH CORPORATION
Notes to Financial Corporation
2. Unusual Items
• • • •
Provision for Loss of Net Assets in Libya
Because of the alleged involvement of the Libyan government in terrorist activities, the Presi­
dent of the United States in January 1986 ordered all U.S. corporations to discontinue business 
operations in Libya by February 1, 1986. The oil field services segment of the Corporation currently 
has eleven rigs located in Libya and has conducted its business there through one foreign corporation 
and two U.S. corporations. No U.S. citizens were employed in these operations.
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While the Corporation is pursuing all available legal means to protect its interests in Libya, the 
restrictions imposed by the U.S. Government on U.S. companies involved in Libya create a strong 
possibility that the Corporation’s investment in Libya may ultimately not be recoverable either 
through operations or sale. Accordingly, a provision of $22 million has been recorded to recognize the 
potential loss of all of the net assets of the Corporation in Libya. No tax benefit related to the 
provision has been recognized, since none is available at this time. The Libyan operations contributed 
revenues of $30.2 million, $35.6 million, and $31.5 million and operating income of $3.9 million, $5.3 
million, and $5.2 million in the years 1985, 1984 and 1983, respectively.
ICN PHARMACEUTICALS
Notes to Financial Statements
5. Acquisitions
• • • •
In the fourth quarter of 1985, as a result of events affecting the Mexican economy and the 
performance of recently acquired product lines, management of the Company undertook an extensive 
review of the investment in all domestic and foreign subsidiaries and divisions. This review disclosed 
that the Company’s method of accounting for goodwill did not properly match the costs of the acquisi­
tions with the revenue obtained therefrom. This review disclosed that the performance of small 
product line companies in both the Pharmaceuticals and Biomedicals groups declines significantly in 
the early years after the acquisitions are completed. This decline has become more pronounced in 
recent years as rapidly changing technologies obsolete individual products and product lines. As a 
result of this review, management of the Company concluded that all goodwill applicable to SPI’s 
Mexican subsidiaries ($7,205,000) should be written off based upon the deterioration of the Mexican 
economy and the continued substantial devaluation of the Mexican Peso. In addition, the goodwill and 
certain trademarks applicable to the acquisitions of Legere ($2,454,000) and Elder ($2,642,000) were 
written down since results of operations during the current year indicated that despite substantial 
sales and promotional efforts, the primary products acquired would not generate sufficient revenues 
to allow the Company to recover its investment. $1,000,000 of the Elder goodwill was retained since it 
is attributable to the acquisition of an FDA approved manufacturing facility, SPI’s only such facility 
located in the United States. This amount is being amortized over the remaining 20 year useful life of 
the facility. Management also concluded that the goodwill applicable to the acquisitions of Stohler 
($743,000) and KOR ($620,000) should be written off due to current competitive developments and 
rapidly changing technologies in the biotechnology field which have adversely impacted revenues of 
the Stohler and KOR product lines. These acquisitions are not capable of recovering the Company’s 
investment over the period of time (5 years) deemed appropriate for this type of acquisition, as further 
described below.
• • • •
INEXCO OIL COMPANY
Notes to Financial Statements
2. Write-Down of Operating Assets
• • • •
Drilling Equipment
Inexco operates 23 land drilling rigs (11 owned and 12 subject to leases) with drilling capabilities 
ranging from 8,000 to 21,000 feet. Operation of these rigs over the last few years has been adversely 
affected by the overall decline in the level of oil and gas exploration and development activity and 
substantial curtailment of deep drilling. In 1984, having operated the rigs at a loss for more than two 
years and based on management’s opinion that a return to profitable operations would likely take 
many years, Inexco recognized an impairment in the carrying value of the rigs through a write-down 
of $50 million on the rigs which after income tax effect of $23 million resulted in a net charge of $1.10 
per share.
The 12 leased rigs were acquired in 1980-1982 using long-term capital leases as the method of 
financing. The lease agreements require payments through the expiration dates of the lease terms 
(1990-1994 subject to three-year extensions at Inexco’s option) at which time Inexco has the right, but
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not the obligation, to acquire the rigs for an aggregate option price of $41.8 million (60-65% of original 
cost). At December 31, 1985, the present value of Inexco’s required future lease payments was $38.4 
million and the present value of the purchase options was $21.2 million.
Management now believes the carrying values of the leased drilling rigs ($17.8 million, net of the 
write-down discussed above and accumulated depreciation) will not be recoverable over their remain­
ing useful lives and that the likelihood of exercising the lease purchase options is remote. Accordingly, 
as of December 31, 1985, the $17.8 million net book value of the leased drilling rigs was charged 
against the $21.2 million portion of the capital lease obligation attributable to the purchase options. 
Because Inexco continues to have the right to exercise the purchase options, even though it believes 
such exercise is remote, the remaining $3.4 million portion of the capital lease obligation attributable 
to the purchase options will continue to be reflected as an obligation until such time as the options 
expire or are exercised. However, prospectively, no future interest accruals will be made with respect 
to the purchase options.
OIL SECURITIES, INC.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• • • •
Equity Securities
At December 31, 1985, equity securities consisted of investments in three generally inactive 
companies. Such amounts are stated at cost, as adjusted for permanent impairment, which approxi­
mates market.
During 1985, the Company acquired a fifty percent interest in Western Arlington, Inc., a mining 
venture, for $60,000. Western Arlington is inactive, has no available cash assets to fund operations, 
and no ready market is available for the interest. Accordingly, the value of the investment is consid­
ered permanently impaired, and a full write-down has been reflected in the accompanying consoli­
dated financial statements.
• • • •
WESTBURNE INTERNATIONAL INDUSTRIES LTD.
Notes to Financial Statements
2. Investments
A United States corporation, in which Westburne had acquired a minority interest in 1983 at a 
cost of $2,309,000, purchased a business as a going concern. It was discovered that material facts had 
been withheld by the vendor of that business and on May 6, 1985 a Statement of Claim was filed by the 
United States corporation seeking rescission of its purchase and reimbursement of funds invested 
together with interest and damages. (See Note 4(c) for write down of investment).
4. Write Down of Assets
• • • •
(c) Investment
Due to the uncertainty and anticipated long-term nature of the litigation referred to in Note 2 
above, the Company has written down the investment to one dollar.
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INTRODUCTION
1.  R e f e r e n c e s  to  what i s  c a l l e d  the "usual  a c c o u n t in g  
req u irem en ts"  f o r  the  "impairment o f  va lu e"  o f  long  l i v e d  
a s s e t s  can be found throughout  the a c c o u n t in g  l i t e r a t u r e .  The 
term "impairment o f  v a l u e , "  though used in the  l i t e r a t u r e ,  i s  
not  s u f f i c i e n t l y  d e s c r i p t i v e .  A s s e t s  are r e p o r te d  in b a la n c e  
s h e e t s  a t  t h e i r  c a r r y i n g  amounts,  and the c o n d i t i o n  d e s c r i b e d  
by the  term "impairment o f  va lu e "  i s  the  i n a b i l i t y  t o  f u l l y  
r e c o v e r  the c a r r y i n g  amounts o f  a s s e t s .  The term " i n a b i l i t y  to  
f u l l y  r e c o v e r  c a r r y i n g  amounts" i s  t h e r e f o r e  used in t h i s  paper  
to  r e f e r  to  the  c o n d i t i o n  d e s c r i b e d  in the  l i t e r a t u r e  as  
"impairment o f  v a l u e . "
2.  Although the l i t e r a t u r e  p r o v i d e s  some s p e c i f i c  gu idan ce
in a c c o u n t i n g  fo r  the  i n a b i l i t y  to  f u l l y  r e c o v e r  the c a r r y i n g
amounts o f  c u r r e n t  a s s e t s ,  th e  l i t e r a t u r e  nowhere p r o v i d e s
s p e c i f i c  g u id a n ce  on a c c o u n t in g  for  the i n a b i l i t y  t o  f u l l y
r e c o v e r  the c a r r y i n g  amounts o f  long  l i v e d  a s s e t s .  The FASB
has  acknowledged t h i s  in paragraph 209 o f  FASB Statement No. 19,
" F i n a n c i a l  Account ing  and R epor t ing  by O i l  and Gas Producing
C om panies ,” which s t a t e s :
The q u e s t i o n  o f  whether to  w r i t e  down the  c a r r y i n g  amount o f  p r o d u c t i v e  a s s e t s  to  an amount e x p e c t e d  to  be r e c o v e r a b l e  through  f u t u r e  use o f  t h o s e  a s s e t s  i s  u n s e t t l e d  under p r e s e n t  g e n e r a l l y  a c c e p te d  a c c o u n t ­ing p r i n c i p l e s .  This  i s  a p e r v a s i v e  i s s u e  t h a t  the Board has not  a d d r e s s e d .
3. S p e c i f i c  g u id a n ce  i s  n e c e s s a r y  for  long  l i v e d  a s s e t s  because  
•  The l i t e r a t u r e  has not  s i g n i f i c a n t l y  changed
over the y e a r s  ( s e e  paragraphs 5 t o  15) and 
t h e r e f o r e  has not  r e s o l v e d  the i s s u e s  r a i s e d  
in t h i s  paper.
39
The c o n c e p t  o f  v a l u e  in use in FASB Statement
No. 33 ,  " F i n a n c i a l  R e p o r t in g  and Changing  
P r i c e s , "  r e q u i r e s  t h a t  when the c a r r y i n g  amount 
o f  a s s e t s  cannot be r e c o v e r e d ,  the  a s s e t s  
shou ld  be w r i t t e n  down t o  t h e i r  r e c o v e r a b l e  
amount in the  supplementary p r e s e n t a t i o n  r e ­
qu ired  by t h a t  S ta te m e n t .  That con cep t  i n t e n ­
s i f i e s  th e  problems a s s o c i a t e d  w i th  a c c o u n t in g  
for  th e  i n a b i l i t y  t o  f u l l y  r e c o v e r  the  c a r r y i n g  
amounts o f  c e r t a i n  a s s e t s  w i t h i n  the  h i s t o r i c a l  
c o s t  framework.
As s e e n  by c u r r e n t  p r a c t i c e  ( s e e  the  appen­
d ix  t o  t h i s  p a p e r ) ,  the  l i t e r a t u r e  i s  b e in g  
i n t e r p r e t e d  t o  permit  or r e q u i r e  w r i t e ­
downs o f  long  l i v e d  a s s e t s  o n ly  in rare  
s i t u a t i o n s .
C a p i t a l i z i n g  i n t e r e s t  c o s t  as  part  o f  the  
h i s t o r i c a l  c o s t  o f  a c q u i r i n g  c e r t a i n  a s s e t s  
under FASB Statem ent  No. 34,  " C a p i t a l i z a t i o n  
o f  I n t e r e s t  C o s t ,"  w i l l  i n c r e a s e  the  p o s s i b i ­
l i t y  t h a t  t h o s e  h ig h e r  c a r r y i n g  amounts w i l l  
not be f u l l y  r e c o v e r a b l e .
The i n c r e a s i n g  f r eq u en cy  o f  p la n t  c l o s i n g s  t o g e ­
th er  w i th  s u b s t a n t i a l  l o s s e s  on d i s p o s a l s  of  
long l i v e d  a s s e t s  r e s u l t i n g  from p la n t  c l o s i n g s  
may i n d i c a t e  t h a t  the c a r r y i n g  amounts o f  
c e r t a i n  long  l i v e d  a s s e t s  a c t u a l l y  became 
u n r e c o v e r a b le  b e f o r e  the p l a n t s  c l o s e d .
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4. This  paper r a i s e s  i s s u e s  t h a t  need t o  be a ddressed  i f
s p e c i f i c  gu id a n ce  on a c c o u n t i n g  fo r  the i n a b i l i t y  t o  f u l l y  
r e c o v e r  the  c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  i s  to  be 
p r o v i d e d .
REFERENCES IN THE LITERATURE TO 
impairment OF VALUE
5. These r e f e r e n c e s  to  impairment of  v a l u e  were found in
the  a c c o u n t i n g  and a u d i t i n g  l i t e r a t u r e :
Date I s su e d
APB Opin ion 17,  paragraph 2," I n t a n g i b l e  A s s e t s "  8 /7 0
APB Sta tem ent  No. 4 ,  ch a p te r  7,  S-5 and M-5, "B as ic  Concepts  and A ccount ing  P r i n c i p l e s  U n d er ly in g  F i n a n c i a l  S ta te m e n tso f  B u s i n e s s  E n t e r p r i s e s "  10 /70
APB Opinion 18,  paragraph 19 ( h ) ,"Equity Method fo r  In v e s tm e n ts  in CommonStocks"  3 /71
C o d i f i c a t i o n  o f  A u d i t i n g  Standards  S e c t i o n  AU 9332 ,  " E v i d e n t i a l  M at ters  for  Long-Term I n v e s t m e n t s ,  an I n t e r p r e t a t i o no f  AU S e c t i o n  332" ‘ 1/75
FASB Sta tement No. 5, paragraphs 8,  31,  74,and 75,  "Accounting  fo r  C o n t i n g e n c i e s "  3/75
FASB Sta tem ent  No. 12, paragraph 21,"Account ing  fo r  C e r t a i n  Marketable  S e c u r i t i e s "  12/75
FASB Sta te m ent No. 13,  paragraph 17 ( d ) ,"Accounting  fo r  Lease s"  11 /76
FASB Statement  No. 19,  paragraph 209," F i n a n c i a l  A ccou n t in g  and R ep or t in g  by O i land Gas Produc ing  Companies" 12/77
FASB Proposed S tatement  on " C a p i t a l i z a t i o no f  I n t e r e s t  C o s t ,"  paragraph 15 12 /78
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FASB D i s c u s s i o n  Memorandum on " A n a l y s i s  of  I s s u e s  R e la t e d  t o  R e p o r t in g  E a r n in g s ,"  paragraph 168 7 /7 9
FASB Statem ent No. 34,  paragraph 19," C a p i t a l i z a t i o n  o f  I n t e r e s t  Cost" 10 /7 9
6.  Paragraph 2 o f  APB Opinion 17, " I n t a n g i b l e  A s s e t s , "  s t a t e s :
A ccount ing  for  an i n t a n g i b l e  a s s e t  i n v o l v e s  th e  same kinds  o f  problems  as a c c o u n t i n g  for  o th er  l o n g - l i v e d  a s s e t s ,  namely,  d e t e r m in in g  an i n i t i a l  c a r r y i n g  amount, a c c o u n t i n g  for th a t  amount a f t e r  a c q u i s i t i o n  under normal  b u s i n e s s  c o n d i t i o n s  ( a m o r t i z a t i o n ) ,  and a c c o u n t in g  fo r  th a t  amount i f  the v a lu e  d e c l i n e s  s u b s t a n t i a l l y  and p erm anent ly .  S o l v i n g  the  problems i s  c o m p l i c a t e d  by the  c h a r a c t e r i s t i c s  o f  an i n t a n g i b l e  a s s e t :  i t s  lack  o f  p h y s i c a l  q u a l ­i t i e s  makes e v i d e n c e  o f  i t s  e x i s t e n c e  e l u s i v e ,  i t s  v a l u e  i s  o f t e n  d i f f i c u l t  to  e s t i m a t e ,  and i t s  u s e f u l  l i f e  may be in d e t e r m i n a b l e .
7.  S e c t i o n s  S-5 and M5C o f  c h a p te r  7 o f  APB S t a t e ­
ment 4 s t a t e :
S -5 .  U nfavorab le  e x t e r n a l  e v e n t s  o th e r  than t r a n s f e r s  r e c o r d e d . C e r ta in  u n f a v o r a b l e  e x t e r n a l  e v e n t s ,  o t h e r  than t r a n s f e r s ,  t h a t  d e c r e a s e  market p r i c e s  or u t i l i t y  o f  a s s e t s  or i n c r e a s e  l i a b i l i t i e s  are r e ­corded.
M-5C In unusual  c i r c u m s t a n c e s  p e r s u a ­s i v e  e v i d e n c e  may e x i s t  of  impairment o f  the  u t i l i t y  o f  p r o d u c t i v e  f a c i l i t i e s  i n d i c a t i v e  o f  an i n a b i l i t y  t o  r e c o v e r  c o s t  a l th o u g h  the f a c i l i t i e s  have not  become w o r t h l e s s .  The amount at  which t h o s e  f a c i l i t i e s  are  c a r r i e d  i s  sometimes reduced to  r e c o v e r a b l e  c o s t  and a l o s s  r e ­corded p r i o r  to  d i s p o s i t i o n  or e x p i r a t i o n  o f  the  u s e f u l  l i f e  o f  the  f a c i l i t i e s .
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8.  Paragraph 19(h)  o f  APB Opinion 18, "The E q u i ty  Method for
I n v e s tm e n ts  in Common S t o c k , "  s t a t e s :
A l o s s  in v a lu e  o f  an in v e s tm e n t  which  i s  o t h e r  than a temporary d e c l i n e  shou ld  be r e c o g n i z e d  the same as a l o s s  in v a lu e  o f  o t h e r  l o n g - te r m  a s s e t s .  Ev idence  o f  a l o s s  in  v a lu e  might  i n c l u d e ,  but  would not  n e c e s s a r i l y  be l i m i t e d  t o ,  a b sen ce  o f  an a b i l i t y  t o  r e c o v e r  the  c a r r y i n g  amount o f  th e  in v es tm en t  or i n a b i l i t y  of  the i n v e s t e e  to  s u s t a i n  an e a r n i n g s  c a p a c i t y  which would j u s t i f y  the  c a r r y i n g  amount o f  the  i n v e s t m e n t .  A c u r r e n t  f a i r  va lu e  of  an in v e s tm e n t  t h a t  i s  l e s s  than i t s  c a r r y i n g  amount may i n d i c a t e  a l o s s  in  v a lu e  o f  th e  in v e s t m e n t .  However,  a d e c l i n e  in the  quoted market p r i c e  below the  c a r r y i n g  amount or the  e x i s t e n c e  o f  o p e r a t i n g  l o s s e s  i s  not n e c e s s a r i l y  i n d i c a t i v e  o f  a l o s s  in v a lu e  t h a t  i s  o t h e r  than temporary.  A l l  are f a c t o r s  to  be e v a l u a t e d .
9. In January 1975,  t h e  AICPA A u d i t in g  Standards D i v i s i o n
i s s u e d  an i n t e r p r e t a t i o n  o f  s e c t i o n  332 o f  the C o d i f i c a t i o n  of
S ta t e m e n t s  on A u d i t i n g  S t a n d a r d s , " E v i d e n t i a l  Matter for
Long-Term I n v e s tm e n ts " .  P a r t s  o f  the  i n t e r p r e t a t i o n  have
a c c o u n t i n g  and f i n a n c i a l  r e p o r t i n g  i m p l i c a t i o n s  r e l a t e d  t o  the
i s s u e s  r a i s e d  in t h i s  paper:
01.  Q u e s t io n  - S e c t i o n  3 3 2 . 0 3 ,  s t a t e s :  "wi th r e s p e c t  to  the  c a r r y i n g  amount o f  [ l o n g - t e r m ] i n v e s t m e n t s ,  a l o s s  in v a lu e  which  i s  o t h e r  than a temporary d e c l i n e  should  be r e c o g n i z e d  in the  f i n a n c i a l  s t a t e m e n t s  o f  an i n ­v e s t o r . "  AC s e c t i o n  2 0 3 1 .0 9  [Volume 3,  AICPA P r o f e s s i o n a l  S t a n d a r d s ] ,  w i th  r e s p e c t  to  working c a p i t a l  and c u r r e n t  a s s e t s ,
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s t a t e s :  "in the c a s e  o f  m arket ­a b le  s e c u r i t i e s  where market  v a lu e  i s  l e s s  than c o s t  by a s u b s t a n t i a l  amount and i t  i s  e v i d e n t  t h a t  the  d e c l i n e  in market v a l u e  i s  not  due to  a mere temporary c o n d i t i o n ,  the  amount t o  be in c lu d e d  as a c u r r e n t  a s s e t  should  not  exceed  the  market v a l u e . "  What e v i d e n c e  should  the  a u d i t o r  o b t a i n  p e r ­t a i n i n g  t o  th e  c l a s s i f i c a t i o n  and the c a r r y i n g  amount o f  m a rk eta b le  s e c u r i t i e s  when market v a lu e  i s  below c o s t ?
.02 I n t e r p r e t a t i o n  - S e c t i o n  509 .2 1  s t a t e s :  "In prep a r in gf i n a n c i a l  s t a t e m e n t s ,  manage­ment i s  e x p e c t e d  to  use i t s  e s t i m a t e s  of  the  outcome of  f u t u r e  e v e n t s . "  E s t i m a t e s  of  the outcome o f  f u t u r e  e v e n t s  i n c l u d e  d e t e r m in in g  the  proper  c a r r y i n g  amount for  s e c u r i t i e s  when market v a lu e  i s  below c o s t .
.03  D e c l i n e s  in market v a l u e  may be temporary in n a t u r e  or may r e f l e c t  c o n d i t i o n s  t h a t  are  more p e r s i s t e n t .  The d i s t i n c t i o n  between temporary and p e r s i s t e n t ,  however,  has  been l a r g e l y  u n d e f in e d .  D e c l i n e s  may r e s u l t  p r i m a r i l y  from d a i l y  market f l u c t u a t i o n s  or from s h o r t - t e r m  v a r i a t i o n s  in g e n e r a l  economic or market c o n d i t i o n s  th a t  are temporary in n a t u r e .  D e c l i n e s  may a l s o  be a t t r i b u t a b l e  t o  g e n e r a l  economic and money market c o n d i t i o n s  t h a t  p e r s i s t  for  o t h e r  than a temporary time p e r i o d .  Other  market d e c l i n e s  may be a t t r i b u t a b l e  to  s p e c i f i c  a d v e r s e  c o n d i t i o n s  t h a t  a f f e c t  a p a r t i c u l a r  company's  s e c u r i t i e s .
. 08  I n v e s t m e n t s  C l a s s i f i e d  as  Noncurrent  A s s e t s . I n v e s tm e n ts  in m a rk eta b le  s e c u r i t i e s  t h a t  are  p r o p e r l y  c l a s s i f i e d  as non cu rren t  a s s e t s  should  be c a r r i e d  at  amounts t h a t  r e s u l t  in a f a i r
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p r e s e n t a t i o n  in c o n f o r m i t y  wi th  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n ­c i p l e s .  I f  t h e r e  has been a d e c l i n e  in th e  market v a l u e  o f  th o se  i n v e s t m e n t s ,  the  a u d i t o r  should  o b t a i n  e v i d e n c e  c o n c e r n in g  the  n a tu r e  o f  th e  d e c l i n e .  In making t h a t  d e t e r m i n a t i o n ,  he should  c o n s i d e r  the a b i l i t y  t o  u l t i m a t e l y  r e c o v e r  the c a r r y i n g  amount o f  the  in v e s t m e n t s .
. 09  When the market d e c l i n e  i s  a t t r i b u t a b l e  t o  s p e c i f i c  a d v e r se  c o n d i t i o n s  fo r  a p a r t i c u l a r  s e c u r i t y ,  s t o c k s  or bonds,  a w r i t e  down in  c a r r y i n g  amount i s  n e c e s s a r y  u n l e s s  p e r s u a s i v e  e v i d e n c e  e x i s t s  to  supp ort  th e  c a r r y i n g  amount.
.1 0  The v a lu e  o f  in v e s t m e n t s  in m ark etab le  s e c u r i t i e s  c l a s s i f i e d  as noncurrent  a s s e t s  may d e c l i n e  b eca u se  o f  g e n e r a l  market  c o n d i ­t i o n s  t h a t  r e f l e c t  p r o s p e c t s  o f  th e  economy as a whole  or p r o s p e c t s  o f  a p a r t i c u l a r  i n d u s t r y .  Such d e c l i n e s  may or may not  be i n d i c a t i v e  o f  th e  a b i l i t y  t o  u l t i m a t e l y  r e c o v e r  the c a r r y i n g  amount of  i n v e s t m e n t s .  The a u d i t o r  shou ld  c o n s i d e r  a l l  a v a i l a b l e  e v i d e n c e  to  e v a l u a t e  th e  c a r r y i n g  amount o f  th e  s e c u r i t i e s .  For in v e s t m e n t s  in  bonds and o th e r  in v e s t m e n t s  w ith  f i x e d  m a t u r i t y  amounts,  market  d e c l i n e s  may be c o n s i d e r e d  temporary  u n l e s s  the e v i d e n c e  i n d i c a t e s  t h a t  such in v e s t m e n t s  w i l l  be d i s p o s e d  o f  b e f o r e  th ey  mature or t h a t  they may not  be r e a l i z a b l e .
.11  I f  th e  a u d i t o r  c o n c l u d e s  the  a v a i l a b l e  in fo r m a t io n  does not  supp ort  e i t h e r  a judgment as to  e v e n t u a l  r e c o v e r y  or a c o n t r a r y  judgment t h a t  r e c o v e r y  w i l l  not  o c c u r ,  th e  c o n t in u e d  e x i s t e n c e  of  a d e c l i n e  in market  v a lu e  i s  i n d i c a t i v e  o f  an u n c e r t a i n t y ,  as d e s c r i b e d  in s e c t i o n  5 0 9 . 2 2 ."In c e r t a i n  i n s t a n c e s ,  the  outcome  o f  m a t t e r s  t h a t  may a f f e c t  the
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f i n a n c i a l  s t a t e m e n t s  or the  d i s c l o s u r e s  r e q u ir e d  t h e r e i n  i s  not s u s c e p t i b l e  o f  r e a s o n a b l e  e s t i m a t i o n ;  such m a t t e r s  are  to  be regarded as  u n c e r t a i n t i e s . . . .When such u n c e r t a i n t i e s  e x i s t ,  i t  cannot  be determ ined  whether  the f i n a n c i a l  s t a t e m e n t s  should  be a d j u s t e d ,  or in what amount."The a u d i t o r  shou ld  a p p r o p r i a t e l y  q u a l i f y  h i s  o p i n i o n  b e c a u s e  of  the u n c e r t a i n t y  o f  r e c o v e r i n g  the c a r r y i n g  amount o f  the a s s e t .A q u a l i f i c a t i o n  based on the  u n c e r t a i n t y  o f  r e c o v e r a b i l i t y ,  however ,  i s  not  a s u b s t i t u t e  for  r e c o g n i t i o n  o f  a l o s s  when such  r e c o g n i t i o n  i s  a p p r o p r i a t e .
10.  Paragraph 74 o f  FASB Statement  No. 5,  "Accounting
for  C o n t i n g e n c i e s , "  s t a t e s :
The a c c r u a l  o f  some l o s s  con­t i n g e n c i e s  may r e s u l t  in r e c o r d i n g  the impairment o f  the  v a l u e  of  an a s s e t  r a t h e r  than in r e c o r d i n g  a l i a b i l i t y ,  f o r  example,  a c c r u a l s  fo r  e x p r o p r i a t i o n  o f  a s s e t s  or u n c o l l e c t i b l e  r e c e i v a b l e s .A ccount ing  p r e s e n t l y  r e c o g n i z e s  impairments  o f  t h e  v a lu e  o f  a s s e t s  such as  the  f o l l o w i n g :
a) Paragraph 9 o f  Chapter 3A, "Current  A s s e t s  and Current  L i a b i l i t i e s , "  o f  ARB No. 43 [ s e c t i o n  2 0 3 1 . 0 9 ] p r o v i d e s  t h a t  " in  the c a s e  o f  market-  t a b l e  s e c u r i t i e s  where market  v a lu e  i s  l e s s  than c o s t  by a s u b s t a n t i a l  amount and i t  i s  e v i d e n t  t h a t  the d e c l i n e  in market v a l u e  i s  not  due t o  a mere temporary c o n d i t i o n ,  the  amount to  be in c lu d ed  as  a c u r r e n t  a s s e t  shou ld  not  exceed  the  market v a l u e . "
b) S ta tem en t  5 of  Chapter 4 ," In v e n to r y  P r i c i n g , "  o f  ARBNo. 43 [ s e c t i o n  5 1 2 1 .0 7  — _.08]  s t a t e s  t h a t  a d e p a r tu r e  from
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c o s t  b a s i s  o f  p r i c i n g  the  i n v e n t o r y  i s  r e q u ir e d  when the  u t i l i t y  o f  th e  goods i s  no lo n g e r  as g r e a t  as i t s  c o s t . . . .A l o s s  o f  u t i l i t y  i s  t o  be r e f l e c t e d  as a charge  a g a i n s t  the  r e v e n u e s  o f  th e  p e r io d  in which  i t  o c c u r s . "
c)  Paragraph 19 (h)  o f  APB Opinion  No. 18 [ s e c t i o n  5 1 3 1 .1 9  ( h ) ] ,"The E q u i ty  Method o f  A ccou n t in g  for I n v e s t m e n t s  in Common S t o c k , "  s t a t e s  t h a t  a " l o s s  in v a lu e  o f  an in ves tm en t  whichi s  o t h e r  than a temporary d e ­c l i n e  should  be r e c o g n i z e d  the  same as  a l o s s  in v a lu e  o f  o th er  lo n g - t e r m  a s s e t s . "
d) Paragraph 15 o f  APB Opinion  No. 30 [ s e c t i o n  2 0 1 2 . 1 5 ] , "Re­p o r t i n g  the  R e s u l t s  of  O p e r a t i o n s , "  s t a t e s  t h a t  " i fa l o s s  i s  e x p e c t e d  from the  proposed s a l e  or abandonment  o f  a segment,  the  e s t i m a t e d  l o s s  should  be prov ided  for  at  the measurement d a t e .  . . . "  Paragraph 14 [ s e c t i o n  2 0 1 2 . 1 4 ] s t a t e s  t h a t  th e  measurement  d a t e  i s  the  d a t e  on which  management "commits i t s e l f  to  a formal  p lan  to  d i s p o s e  o f  a segment of  th e  b u s i n e s s ,  whether by s a l e  or abandon­ment ."
e) Paragraph 183 o f  APB Statement  No. 4 [ s e c t i o n  1 0 2 7 . 0 9 ] s t a t e s  t h a t  "when e n t e r p r i s e  a s s e t s  are damaged by o t h e r s ,  a s s e t  amounts are w r i t t e n  down to  r e c o v e r a b l e  c o s t s  and a l o s s  i s  r e c o r d e d ."
And paragraph 75 o f  t h a t  S ta tem ent  s a y s :
A r e c u r r i n g  p r i n c i p l e  u n d e r ly in g  a l l  o f  t h e s e  r e f e r e n c e s  t o  a s s e t  impairments  in th e  a c c o u n t i n g  l i t e r a t u r e  i s  t h a t  a l o s s  shou ld  not  be accrued u n t i l  i t
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i s  pro b a b le  t h a t  an a s s e t  has been impaired  and th e  amount o f  the  l o s s  can be r e a s o n ­a b ly  e s t i m a t e d .  As i n d i c a t e d  by t h o s e  r e f e r e n c e s ,  impairment i s  r e c o g n i z e d ,  fo r  i n s t a n c e ,  when a nontemporary  d e c l i n e  in th e  market  p r i c e d  o f  m a rk eta b le  s e c u r i t i e s  be low c o s t  has taken  p l a c e ,  when the u t i l i t y  o f  i n v e n t o r y  i s  no lo n g e r  as g r e a t  as i t s  c o s t ,  when a commitment,  in  terms o f  a formal  p l a n ,  has  been made to  abandon a segment  of  a b u s i n e s s  or to  s e l l  a segment  at  l e s s  than i t s  c a r r y i n g  amount,  when e n t e r p r i s e  a s s e t s  are  damaged,  and so f o r t h .  The c o n d i t i o n  in paragraph 8 ( a )  i s  in tended  t o  p r o s c r i b e  a c c r u a l  o f  l o s s e s  t h a t  r e l a t e  to  f u t u r e  p e r i o d s ,  and the c o n d i t i o n  in paragraph 8 (b )  fu r t h e r  r e q u i r e s  t h a t  the  amount of  l o s s  be r e a s o n a b l y  e s t i m a b l e  b e f o r e  i t  i s  a c c r u e d .
But paragraph 31 o f  the S tatem ent  s t a t e s :
In some c a s e s ,  t h e  c a r r y i n g  amount o f  an o p e r a t i n g  a s s e t  not  in tended  fo r  d i s p o s a l  may exceed  the  amount e x p e c t e d  to  be r e c o v e r a b l e  through  f u t u r e  use o f  t h a t  a s s e t  even  though t h e r e  has been no p h y s i c a l  l o s s  or damage o f  the a s s e t  or t h r e a t  o f  such l o s s  or damage.For example,  changed economic  c o n d i t i o n s  may have made r e c o v e r y  o f  the c a r r y i n g  amount o f  a p r o d u c t i v e  f a c i l i t y  d o u b t f u l .The q u e s t i o n  o f  w hether ,  in  t h o s e  c a s e s ,  i t  i s  a p p r o p r i a t e  to  w r i t e  down the c a r r y i n g  amount o f  the a s s e t  to  an amount e x p e c te d  to  be r e c o v e r a b l e  through f u t u r e  o p e r a t i o n s  i s  not  covered  by t h i s  S t a t e m e n t .
11.  Paragraph 21 o f  FASB Statement  No. 12,  "Accounting
for  Marketable  S e c u r i t i e s , "  s t a t e s :
For t h o s e  m a r k e ta b le  s e c u r i t i e s  for which the e f f e c t  o f  a change in
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c a r r y i n g  amount i s  in c lu d ed  in  s t o c k h o l d e r s '  e q u i t y  r a t h e r  than  in  n e t  income ( i n c l u d i n g  m ark etab le  s e c u r i t i e s  in u n c l a s s i f i e d  b a la n c e  s h e e t s ) ,  a d e t e r m i n a t i o n  must be  made as  to  whether a d e c l i n e  in market v a l u e  below c o s t  as o f  the  b a l a n c e  s h e e t  d a t e  o f  an i n d i ­v i d u a l  s e c u r i t y  i s  o t h e r  than  temporary.  I f  the  d e c l i n e  i s  judged to  be o t h e r  than temporary,  the  c o s t  b a s i s  o f  the i n d i v i d u a l  s e c u r i t y  s h a l l  be w r i t t e n  down to  a new c o s t  b a s i s  and the  amount of  th e  wri te -down s h a l l  be accounted  for  as a r e a l i z e d  l o s s .  The new c o s t  b a s i s  s h a l l  not  be changed for  subsequ ent  r e c o v e r i e s  in market v a l u e .
12.  Paragraph 17d o f  FASB Statement  No. 13,  "Accounting for
L e a s e s ,"  s t a t e d :
The e s t i m a t e d  r e s i d u a l  v a lu e  s h a l l  be rev iew ed  a t  l e a s t  a n n u a l l y .  I f  the  rev iew  r e s u l t s  in a lower e s t i m a t e  than  had been p r e v i o u s l y  e s t a b l i s h e d ,  a d e ­t e r m i n a t i o n  must be made as t o  whether  the d e c l i n e  in e s t i m a t e d  r e s i d u a l  va lu e  i s  o t h e r  than temporary.  I f  the  d e c l i n e  in  e s t i m a t e d  r e s i d u a l  v a lu e  i s  judged  to  be o t h e r  than temporary,  th e  a c c o u n t in g  for the t r a n s a c t i o n  s h a l l  be r e v i s e d  u s in g  the changed e s t i m a t e .  The r e s u l t i n g  r e ­d u c t i o n  in th e  n e t  in ves tm en t  s h a l l  be r e c o g n i z e d  as a l o s s  in the  p e r io d  in which the e s t i m a t e  i s  changed .  An up­ward adju s tm ent  o f  the e s t i m a t e d  r e s i d u a l  v a lu e  s h a l l  not  be made.
13.  Paragraph 15 o f  the December 15,  1978 exp osu re
d r a f t  o f  a proposed FASB s t a t e m e n t ,  " C a p i t a l i z a t i o n  o f
I n t e r e s t  C o s t , "  s t a t e d :
Because i n t e r e s t  c o s t  i s  an i n t e g r a l  part  o f  the t o t a l  c o s t  o f  a c q u i r i n g  a q u a l i f y i n g  a s s e t ,  i t s  d i s p o s i t i o n  s h a l l  be the same as t h a t  o f  o th er  components o f  a s s e t  c o s t ,  e . g . ,  as
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part  o f  the  charge  to  d e p r e c i a t i o n  c o s t  or t o  c o s t  o f  s a l e s .  For the  same r e a s o n ,  th e  u su a l  a c c o u n t in g  r e q u ir e m e n ts  fo r  r e c o g n i z i n g  th e  l o w e r - o f - c o s t - o r - m a r k e t  v a lu e  o f  i n v e n t o r i e s ,  l o s s  p r o v i s i o n s  on l o n g - t e r m  c o n t r a c t s ,  and a s s e t  impairment s h a l l  ap p ly .
14.  That language  was r e p l a c e d  by paragraph 19 o f  the  f i n a l
S ta tem en t  (No. 3 4 ) ,  i s s u e d  October 1979:
I n t e r e s t  c a p i t a l i z a t i o n  s h a l l  not  c e a s e  when p r e s e n t  a c c o u n t i n g  p r i n c i p l e s  r e q u i r e  r e c o g n i t i o n  o f  a lower v a lu e  for  the a s s e t  than a c q u i s i t i o n  c o s t . . .
15. Paragraph 168 o f  th e  J u ly  31,  1979 FASB D i s c u s s i o n  
Memorandum on " A n a l y s i s  o f  I s s u e s  R e l a t e d  t o  R epor t ing  
Earnings"  s t a t e s :
However, t h e r e  are  some r e l a t i v e l y  unusual  s i t u a t i o n s  in which a change in the  v a lu e  o f  a s s e t s  or l i a b i l i t i e s  i s  r e c o g n i z e d . . .For example,  t h e  v a lu e  o f  p la n t  a s s e t s  may be reduced when they have s u f f e r e d  im p airm en t - -a  permanent r e d u c t i o n  in t h e i r  e a r n in g  power.
SURVEY OF PRACTICE
16.  E n t i t i e s  have w r i t t e n  down long  l i v e d  a s s e t s  in rare  i n ­
s t a n c e s .  Examples are  p r e s e n t e d  in the  appendix to  t h i s  paper.
ISSUES
Thresho ld  I s s u e
17. The t h r e s h o l d  i s s u e  i s  whether the  i n a b i l i t y  t o  f u l l y  
r e c o v e r  th e  c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  should  be 
r e p o r t e d  ( t h a t  i s ,  e i t h e r  recorded  in the  a c c o u n ts  or o n ly  
d i s c l o s e d )  in f i n a n c i a l  s t a t e m e n t s .
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18. Those who b e l i e v e  the  i n a b i l i t y  to  f u l l y  r e c o v e r  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  shou ld  not  be rep o r te d  in 
f i n a n c i a l  s t a t e m e n t s  have t h e s e  r e a s o n s :
•  There are  to o  many d i f f i c u l t i e s  in  d e te r m in in g  
the  amount a t  which a long  l i v e d  a s s e t  should
be r e p o r t e d ,  i n c l u d i n g  i n a c c u r a c i e s  i n h e r e n t  in f o r e ­
c a s t i n g  f u t u r e  cash  f l o w s ,  t h e  a r b i t r a r i n e s s  o f  a s ­
c r i b i n g  revenue  to  a p a r t i c u l a r  long  l i v e d  a s s e t ,  
and the s u b j e c t i v i t y  o f  a p p ly in g  a d i s c o u n t  r a t e  
to  f u t u r e  cash  f l o w s .
•  Future  cash  f lo w s  cannot  g e n e r a l l y  be a s c r i b e d
to i n d i v i d u a l  a s s e t s  b eca u se  i n d i v i d u a l  a s s e t s  do 
not  u s u a l l y  g e n e r a t e  reven u e;  i n d i v i d u a l  a s s e t s  
working w i t h  o t h e r  i n d i v i d u a l  a s s e t s  do.
•  R ep or t in g  the i n a b i l i t y  to  f u l l y  r e c o v e r  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  appears to  be 
an attempt to  a d j u s t  for the shortcom ings  o f  h i s ­
t o r i c a l  c o s t  a c c o u n t in g  and i s  a p ie c e m e a l  approach  
to  a d o p t in g  c u r r e n t  v a lu e  a c c o u n t i n g .
19.  Among t h o s e  who b e l i e v e  the i n a b i l i t y  to  f u l l y  r e c o v e r  
the  c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  shou ld  be rep o r te d  in 
f i n a n c i a l  s t a t e m e n t s ,  v iew s  d i f f e r  whether t h a t  should  be (a)  
recorded  in the  a c c o u n t s ,  (b)  o n ly  d i s c l o s e d ,  or ( c )  e i t h e r  
recorded  in th e  a c c o u n t s  or o n ly  d i s c l o s e d  depending  on the  
c i r c u m s t a n c e s .
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20.  Those who b e l i e v e  the i n a b i l i t y  to  f u l l y  r e c o v e r  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  should  be recorded  in the  
a c c o u n t s  have t h e s e  r e a s o n s :
•  Carrying  amounts o f  a s s e t s  should  not  
exceed  t h e i r  r e c o v e r a b i l i t y .
•  I n a p p r o p r i a t e  t rea tm en t  in the a c c o u n ts
i s  not  r e c t i f i e d  by d i s c l o s u r e  in the n o t e s .
•  Recording  the i n a b i l i t y  to  f u l l y  r e c o v e r  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  shou ld  
be s i m i l a r  to  r e c o r d i n g  the i n a b i l i t y  to  
f u l l y  r e c o v e r  the  c a r r y i n g  amounts o f  in ven ­
t o r i e s  and a c c o u n t s  r e c e i v a b l e .
21 .  Those who b e l i e v e  th e  i n a b i l i t y  to  f u l l y  r e c o v e r  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  should be o n ly  d i s c l o s e d  
have t h e s e  r e a s o n s :
•  Recording  the  i n a b i l i t y  to  f u l l y  r e c o v e r  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  in the  
a c c o u n ts  sometimes l e a d s  t o  abuse ,  for  e x ­
ample,  a company t h a t  makes an unrea so n a b le  
writedown in one year to  reduce  c h a r g e s  to  
o p e r a t i o n s  in f u t u r e  y e a r s .
•  Although i n f o r m a t i o n  c o n c e r n in g  the i n a b i l ­
i t y  t o  f u l l y  r e c o v e r  th e  c a r r y i n g  amounts 
o f  long  l i v e d  a s s e t s  may be u s e f u l ,  th e  
amount a t  which an a s s e t  should  be c a r r i e d  
i s  to o  c o n j e c t u r a l  for  p r e s e n t a t i o n  in the  
a c c o u n t s .  D i s c l o s u r e  o n ly  p r o v i d e s  s u f f i ­
c i e n t  i n f o r m a t i o n .
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22.  Those who b e l i e v e  the i n a b i l i t y  to  f u l l y  r e c o v e r  the c a r r y ­
ing amounts o f  lo n g  l i v e d  a s s e t s  sh ou ld  be e i t h e r  recorded  in the  
a c c o u n t s  or o n ly  d i s c l o s e d  depending on the  c i r c u m s t a n c e s  have  
t h e s e  r e a s o n s :
•  The i n a b i l i t y  to  f u l l y  r e c o v e r  the c a r r y i n g  
amounts o f  lo n g  l i v e d  a s s e t s  should  be recorded  
o n ly  when the  r e p o r t a b l e  amounts can be determined  
w ith  r e a s o n a b l e  a c c u r a c y .
•  The i n a c c u r a c i e s  i n h e r e n t  in f o r e c a s t i n g  f u ­
t u r e  cash  f l o w s ,  the  a r b i t r a r i n e s s  o f  a s c r i b i n g  
revenue  to  a p a r t i c u l a r  long  l i v e d  a s s e t ,  and 
the s u b j e c t i v i t y  o f  a p p ly in g  a d i s c o u n t  r a t e  to  
the cash  f lo w s  may p r e c l u d e  p r e s e n t a t i o n  in
th e  a c c o u n t s ,  but  the  p o s s i b l e  e f f e c t s ,  i f  m a t e r i a l ,  
shou ld  be d i s c l o s e d .
Implemental  I s s u e
23 .  I f  the i n a b i l i t y  to  f u l l y  r e c o v e r  the c a r r y i n g  amounts
o f  long  l i v e d  a s s e t s  should  be r e p o r te d  in f i n a n c i a l  s t a t e m e n t s ,  
th e  n ex t  i s s u e  i s  whether the  c o n cep t  o f  permanent d e c l i n e  in  
the  a b i l i t y  to  f u l l y  r e c o v e r  c a r r y i n g  amounts i s  s a t i s f a c t o r y  
or whether an a l t e r n a t e  c o n cep t  should  be so u g h t .
24.  Those who b e l i e v e  the co n c e p t  o f  permanent d e c l i n e  i s  
s a t i s f a c t o r y  have t h e s e  r e a s o n s :
•  The c o n c e p t  o f  permanent d e c l i n e  has pro­
v ided  s u f f i c i e n t  g u id a n ce  over  the yea rs  
and has not  caused  undue problems fo r  p r e ­
p arers  or u se r s  o f  f i n a n c i a l  s t a t e m e n t s .
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•  The c o n c e p t  o f  permanent d e c l i n e  p r o p e r ly  
r e s t r i c t s  wr itedowns  o f  long  l i v e d  a s s e t s
to  r a re  s i t u a t i o n s  in which the i n a b i l i t y  to  
f u l l y  r e c o v e r  c a r r y i n g  amounts i s  c l e a r .
•  Any change in the  u n d e r ly in g  p r i n c i p l e  may 
i n v i t e  e n t i t i e s  t h a t  would not  o t h e r w i s e  do 
so to  make a r b i t r a r y  w r i tedow ns ,  which could  
l ead  to "big  bath  a c c o u n t i n g . "
25.  Those who b e l i e v e  the  c o n cep t  o f  permanent d e c l i n e  i s  
u n s a t i s f a c t o r y  have t h e s e  r e a s o n s :
•  The co n c e p t  o f  permanent d e c l i n e  i s  not  
wo rkable  s i n c e  permanent means f o r e v e r  
and t h e r e f o r e  has unduly r e s t r i c t e d  the  
a p p l i c a t i o n  o f  the c o n c e p t .
•  The c o n c e p t  o f  permanent d e c l i n e  has been  
d i f f i c u l t  to  app ly  in p r a c t i c e  becau se
i t  i s  h i g h l y  s u b j e c t i v e .
•  The c o n c e p t  o f  permanent d e c l i n e  has on ly  
r a r e l y  been a p p l i e d  in p r a c t i c e  d e s p i t e  
th e  i n c r e a s i n g  freq u en cy  o f  p l a n t  c l o s i n g s  
t o g e t h e r  w i th  s u b s t a n t i a l  l o s s e s  on d i s p o ­
s a l s  o f  c e r t a i n  long  l i v e d  a s s e t s  r e s u l t i n g  
from p l a n t  c l o s i n g s .
A l t e r n a t i v e s  t o  Permanent D e c l i n e
26. I f  th e  c o n c e p t  o f  permanent d e c l i n e  i s  u n s a t i s f a c t o r y ,  
th e  next  i s s u e  i s  what c o n c e p t  should  r e p l a c e  the  c o n c e p t  of  
permanent d e c l i n e .
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27.  The a c c o u n t in g  s ta n d a r d s  d i v i s i o n  i s  a b l e  t o  s u g g e s t  
o n l y  one a l t e r n a t i v e ,  a p r o b a b i l i t y  t e s t  such as  t h a t  p r e s c r i b e d  
in FASB Statem ent No. 5:
•  The p r o b a b i l i t y  t h a t  c a r r y i n g  amounts  
cannot be f u l l y  r e c o v e r e d .
•  The r e a s o n a b l e  p o s s i b i l i t y  t h a t  c a r r y i n g  
amounts cannot be f u l l y  r e c o v e r e d .
•  The remote p o s s i b i l i t y  t h a t  c a r r y i n g  amounts  
cannot be f u l l y  r e c o v e r e d .
28 .  Those who support  t h a t  a l t e r n a t i v e  have t h e s e  r e a s o n s :
•  The s ta n d a r d s  for  d e te r m in in g  p r o ­
b a b i l i t y ,  r e a s o n a b l e  p o s s i b i l i t y ,  and 
remote p o s s i b i l i t y  are  more c l e a r l y  d e ­
f i n e d  in  FASB Statement  No. 5 than  are  
t h o s e  fo r  d e t e r m in in g  permanent d e c l i n e  
e l s e w h e r e  in the  l i t e r a t u r e .
•  Permanent d e c l i n e  i s  an a b s o l u t e
t e s t ,  which i s  d i f f i c u l t  to  apply;  p ro ­
b a b i l i t y ,  r e a s o n a b l e  p o s s i b i l i t y ,  and 
remote p o s s i b i l i t y  are  l e s s  than a b s o l u t e  
t e s t s ,  which,  t h e r e f o r e  are not  as  d i f f i ­
c u l t  t o  ap p ly .
29.  I f  the  p r i n c i p l e s  o f  FASB Statement  No. 5 sh ou ld  be a p p l i e d  
in r e c o g n i z i n g  th e  i n a b i l i t y  t o  f u l l y  r e c o v e r  the  c a r r y i n g  amount 
o f  a long  l i v e d  a s s e t ,  th e  p r i n c i p l e s  might  be a p p l i e d  as f o l l o w s :
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I f  th e  i n a b i l i t y  t o  f u l l y  r e c o v e r  th e  c a r r y in g  amount i s
and the amount (can)  ( can n ot )  be  r e a s o n a b l y  e s t i ­mated
then
probable can record  in the  a c ­c o u n ts
probable cannot o n ly  d i s c l o s e  in the  n o t e s  t o  f i n a n ­c i a l  s t a t e m e n t s
r e a s o n a b l yp o s s i b l e can or cannot o n ly  d i s c l o s e  in the n o t e s  t o  f i n a n ­c i a l  s t a t e m e n t s
r e m o te lyp o s s i b l e can or cannot do noth in g
Measurement o f  R e p o r t a b le  Amounts
30. I f  the i n a b i l i t y  to  f u l l y  r e c o v e r  the c a r r y i n g  amounts
o f  long  l i v e d  a s s e t s  should  be r e p o r te d  in f i n a n c i a l  s t a t e m e n t s ,  
the  amounts at  which t h o s e  long  l i v e d  a s s e t s  should  be rep o r te d  
must be d e te r m in e d .
31.  Paragraph 99 o f  FASB Statement  No. 33 d e s c r i b e s  t h e s e  
v a r i o u s  a s s e t  measurements ,  which may be a p p r o p r i a t e  in d e t e r m in ­
ing th e  amounts a t  which long  l i v e d  a s s e t s  should  be rep o r te d
( t o  th e  e x t e n t  th ey  are  l e s s  than c a r r y i n g  amounts):
•  Current  r e p r o d u c t i o n  c o s t . The amount o f  cash  
(or i t s  e q u i v a l e n t )  t h a t  would have t o  be paid  
to  a c q u i r e  an i d e n t i c a l  a s s e t  c u r r e n t l y .  I f  
th e  r e p r o d u c t i o n  c o s t  o f  a used a s s e t  i s  mea-
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sured by r e f e r r i n g  t o  the  c o s t  o f  a new a s s e t ,  
i t  may need to be a d j u s t e d  for  d e p r e c i a t i o n  
or a m o r t i z a t i o n .
•  Current  rep lacem en t  c o s t . The amount o f  
cash  (or i t s  e q u i v a l e n t )  t h a t  would have  
to  be paid to  a c q u i r e  c u r r e n t l y  the  b e s t  
a s s e t  a v a i l a b l e  to  undertake the f u n c t i o n  
o f  the  a s s e t  owned ( l e s s  d e p r e c i a t i o n  or 
a m o r t i z a t i o n  i f  a p p r o p r i a t e ) .  This  co n ­
c e p t  o f  rep lacem en t  c o s t  should  be d i s ­
t i n g u i s h e d  from the  c o s t  o f  r e p l a c i n g
th e  s e r v i c e  p o t e n t i a l  o f  th e  a s s e t  owned,  
c a l l e d  "cu rren t  c o s t "  in  t h i s  S ta te m e n t .
•  Net r e a l i z a b l e  v a l u e . A s s e t s  are  measured  
a t  the  amount o f  cash  (or i t s  e q u i v a l e n t )  
e x p e c te d  to be d e r i v e d  from s a l e  o f  an 
a s s e t ,  n e t  o f  c o s t s  r e q u ir e d  to be incurred  
as a r e s u l t  o f  the  s a l e .
•  Net p r e s e n t  v a l u e  o f  e x p e c te d  f u t u r e  cash  
f l o w s . A s s e t s  are  measured at  the  p r e s e n t  
v a lu e  o f  e x p e c t e d  f u t u r e  cash  i n f l o w s  i n t o  
which the a s s e t  i s  exp e c te d  to be co n v er ted  
in due c o u r s e  o f  b u s i n e s s  l e s s  the  p r e s e n t  
v a lu e  o f  e x p e c te d  f u t u r e  cash  o u t f l o w s  n e c e s ­
sa ry  to  o b t a i n  t h o s e  i n f l o w s .  This  measure-
57
ment o f  an a s s e t  i s  o f t e n  d e s c r i b e d  as v a lu e  
in use .
Current  c o s t . Current  c o s t  i s  e q u a l  to  the  
c u r r e n t  r ep la cem en t  c o s t  o f  the  a s s e t  owned,  
a d j u s t e d  fo r  the v a lu e  o f  any o p e r a t i n g  ad­
v a n t a g e s  or d i s a d v a n t a g e s  o f  th e  a s s e t  owned.  
Current  c o s t  d i f f e r s  from c u r r e n t  r e p l a c e ­
ment c o s t  in that  c u r r e n t  c o s t  measurement  
f o c u s e s  on th e  c o s t  o f  the s e r v i c e  p o t e n t i a l  
embodied in the  a s s e t  owned by th e  e n t e r p r i s e  
whereas c u r r e n t  rep lacem en t  c o s t  may be a 
measurement o f  a d i f f e r e n t  a s s e t ,  a v a i l a b l e  
fo r  use in p l a c e  of  the a s s e t  owned. Current  
c o s t  w i l l  be l e s s  than c u r r e n t  rep lacem ent  
c o s t  i f  the  s e r v i c e  p o t e n t i a l  of  the a s s e t  
owned i s  l e s s  than the  s e r v i c e  p o t e n t i a l  of  
th e  a s s e t  t h a t  would r e p l a c e  i t .  That may 
be the c a s e ,  for  example,  when the  a s s e t  
owned has  a h ig h e r  o p e r a t i n g  c o s t  or produces  
an outp ut  o f  lower q u a l i t y .  S i m i l a r l y ,  c u r ­
re n t  c o s t  may be l e s s  than c u r r e n t  r e p r o d u c t i o n  
c o s t  i f  i d e n t i c a l  used a s s e t s  are not  a v a i l a b l e  
for  purchase  and i f  a c q u i s i t i o n  o f  a new, but  
o t h e r w i s e  i d e n t i c a l ,  a s s e t  would not  be worth­
w h i l e  b e c a u se  t h a t  a s s e t  i s  o b s o l e t e  for  the  
pu rp oses  o f  the e n t e r p r i s e  c o n cern ed .
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•  R e c o v e r a b le  amount. The n e t  r e a l i z a b l e  v a lu e  
o f  an a s s e t  t h a t  i s  about to  be s o l d  or the n e t  
p r e s e n t  v a l u e  o f  e x p e c te d  cash  f lo w s  ( v a l u e  in use )  
of  an a s s e t  t h a t  i s  not  about to  be s o l d .
•  Value t o  th e  b u s i n e s s . Value to  the b u s i n e s s  
may be d e f i n e d  as the  lower o f  (1)  c u r r e n t  
c o s t  and ( 2 )  r e c o v e r a b l e  amount, where 
r e c o v e r a b l e  amount i s  measured at  the  
h ig h e r  o f  n e t  r e a l i z a b l e  v a lu e  and net  
p r e s e n t  v a l u e  o f  f u t u r e  cash  f l o w s .  The 
r a t i o n a l e  fo r  measurement a t  v a lu e  to
th e  b u s i n e s s  i s  t h a t  the  measurement  
o f  an a s s e t  should  depend on the c ircum ­
s t a n c e s  o f  the  e n t e r p r i s e .  Current  c o s t  
i s  the a p p r o p r i a t e  measure i f  purchase  
o f  the a s s e t  would be w or th w h i le  in c u r ­
r e n t  c i r c u m s t a n c e s ,  i . e . ,  i f  the v a lu e  
o f  the e a r n in g  power o f  the a s s e t  i s  at  
l e a s t  e q u a l  to  c u r r e n t  c o s t .  In some 
c a s e s ,  however ,  c u r r e n t  purchase  o f  the  
a s s e t  would not  be w or th w h i le  and c u r r e n t  
c o s t  would then o v e r s t a t e  the  worth o f  
the  a s s e t .  I f  the  a s s e t  i s  about to  be 
s o l d ,  i t s  worth to  the b u s i n e s s  i s  l i m i t e d  
to  n e t  r e a l i z a b l e  v a l u e .  I f  the  a s s e t  i s  
not  about to  be s o l d  (but  would not  be r e -
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32.
l e s s
p l a c e d ) ,  v a lu e  in use would be an appro­
p r i a t e  measure o f  the  a s s e t .  Value to  the  
b u s i n e s s  i s  o f t e n  c a l l e d  " d e p r i v a l  va lue"  
b e c a u s e  i t  can be a s s e s s e d  by assuming t h a t  
th e  e n t e r p r i s e  has been d ep r iv ed  o f  the use  
of  an a s s e t  and a s k in g  how much the  e n t e r ­
p r i s e  would need t o  be paid t o  compensate  
i t  for  th e  l o s s .  Current c o s t  s e t s  the  
upper l i m i t  fo r  measurement o f  the  a s s e t .
The maximum l o s s  in curred  by the  e n t e r p r i s e ,  
f o l l o w i n g  d e p r i v a l ,  would be l i m i t e d  to the  
c u r r e n t  c o s t  o f  the  a s s e t  as long  as  r e p l a c e ­
ment was p o s s i b l e .  The assumption  o f  d e p r i ­
v a l  should  not  be i n t e r p r e t e d  l i t e r a l l y ;  i t  
i s  no more than a h e l p f u l  a n a l y t i c a l  d e v i c e .
(As the  above d i s c u s s i o n  i n d i c a t e s ,  the  
terms "va lue  to  the  b u s i n e s s , "  " d e p r iv a l  
v a l u e , "  and " cu rren t  c o s t  or lower r e c o v e r a ­
b l e  amount" a l l  have the same m eaning . )
Other a s s e t  measurements  advanced ( t o  the e x t e n t  they  are  
than c a r r y i n g  amounts) i n c l u d e :
•  F a ir  V a l u e . The p r i c e  at  which an a s s e t  could  
be exchanged in a t r a n s a c t i o n ,  w i t h i n  a r e a s o n a b ly  
sh o r t  t im e ,  between a buyer and a s e l l e r  each of  
whom i s  w e l l  informed and w i l l i n g  and n e i t h e r  
of  whom i s  under a com puls ion  t o  buy or s e l l .
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•  Expected  f u t u r e  cash  f l o w s  w i t h o u t  a d i s c o u n t  
r a t e  a p p l i e d . (S e e  d i s c u s s i o n  o f  n e t  p r e s e n t  
v a lu e  o f  e x p e c t e d  f u t u r e  cash  f l o w s  in t h i s  
paragraph 3 1 . )
33.  Some b e l i e v e  o n ly  one a s s e t  measurement should  apply in  
a l l  c i r c u m s t a n c e s  to  a c h i e v e  u n i f o r m i t y  among e n t e r p r i s e s .
34.  Others  b e l i e v e  judgment i s  n e c e s s a r y  in s e l e c t i n g  the  
a s s e t  measurement t h a t  b e s t  p r e d i c t s  f u t u r e  economic b e n e f i t s  as  
i t  i s  d i f f i c u l t  to  s e l e c t  one measurement t h a t  would be appro­
p r i a t e  in a l l  c i r c u m s t a n c e s .
Other I s s u e s
35. I f  th e  i n a b i l i t y  t o  f u l l y  r e c o v e r  the c a r r y i n g  amounts of  
long  l i v e d  a s s e t s  shou ld  be r e p o r t e d  in f i n a n c i a l  s t a t e m e n t s ,  
o t h e r  i s s u e s  t h a t  need t o  be a d d r e sse d  i n c l u d e  the  f o l l o w i n g .
36.  E v id en ce  o f  I n a b i l i t y  t o  F u l l y  Recover Carrying  Amounts. 
Some i n d i c a t o r s  have been advanced as  e v i d e n c e  o f  i n a b i l i t y  to  
f u l l y  r e c o v e r  c a r r y i n g  amounts.  Some b e l i e v e  the e x i s t e n c e  o f  
c e r t a i n  o f  t h o s e  i n d i c a t o r s  would c r e a t e  a presumption t h a t  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  cannot  be f u l l y  r e c o v e r e d .  
Others b e l i e v e  such i n d i c a t o r s  are h i g h l y  s u b j e c t i v e  and t h a t  
t h e r e  are no p resum pt ive  t e s t s .  The i n d i c a t o r s  t h a t  have been  
advanced i n c lu d e
•  r e d u c t i o n  in the  e x t e n t  to  which a p la n t  
i s  used
•  dram at ic  change in the manner in which  
an a s s e t  i s  used
•  s u b s t a n t i a l  drop in the  market v a lu e  
o f  an a s s e t
61
•  change in law or environment
•  f o r e c a s t  showing lack o f  long  term 
p r o f i t a b i l i t y
•  c o s t s  in e x c e s s  o f  amount o r i g i n a l l y  
e x p e c t e d  to  a c q u i r e  or c o n s t r u c t  an 
a s s e t .
37.  A c c o u n t in g  for  Subsequent R e c o v e r i e s . I f  the  i n a b i l i t y  t o  
f u l l y  r e c o v e r  the c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  shou ld  be r e ­
corded in th e  a c c o u n t s ,  t h e  next  i s s u e  i s  whether the  c a r r y i n g  
amounts should  be a d j u s t e d  upward (not  t o  exceed  the c a r r y i n g  amounts 
b e f o r e  th e  wr i tedow ns)  for  su bsequ ent  r e c o v e r i e s .
38.  Those who b e l i e v e  th e  c a r r y i n g  amounts should  be a d j u s t e d  up­
ward have t h e s e  r e a s o n s :
•  The a b i l i t y  t o  w r i t e  the  c a r r y i n g  amounts of  
long  l i v e d  a s s e t s  back up i s  c o n s i s t e n t  w i th  
a c c o u n t i n g  f o r  s h o r t  term m ark etab le  s e c u r i ­
t i e s  and a l l o w a n c e s  for  d o u b t f u l  a c c o u n t s  
r e c e i v a b l e .
•  E n t i t i e s  would be more w i l l i n g  t o  w r i t e  
the c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  
down i f  th ey  were p e r m it te d  to a d j u s t  the  
c a r r y i n g  amounts for  su b seq u en t  r e c o v e r i e s .
•  A ccount ing  fo r  su b seq u en t  r e c o v e r i e s  in the  
c a r r y i n g  amounts o f  a s s e t s  i s  a more 
r e a l i s t i c  measure o f  an e n t i t y ' s  f i n a n ­
c i a l  c o n d i t i o n  and the  r e s u l t s  o f  i t s  
o p e r a t i o n s .
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39. Those who b e l i e v e  th e  c a r r y i n g  amounts should  not  be 
a d j u s t e d  upward have t h e s e  r e a s o n s :
•  The a b i l i t y  to  w r i t e  th e  c a r r y i n g  
amounts o f  long  l i v e d  a s s e t s  back up 
i s  i n c o n s i s t e n t  w i th  a c c o u n t in g  for  
i n v e n t o r i e s  and fo r  long term m arket ­
a b le  e q u i t y  s e c u r i t i e s .
•  I f  e n t i t i e s  are  p e r m it te d  to w r i t e  
th e  c a r r y i n g  amounts o f  long  
l i v e d  a s s e t s  down and then back 
up, t h i s  w i l l  c r e a t e  a m i s l e a d i n g  
"yo-yo" e f f e c t  in the  f i n a n c i a l  
s t a t e m e n t s .
•  W r i t in g  the c a r r y i n g  amounts o f  long  
l i v e d  a s s e t s  down and then back up i s  
a form o f  c u r r e n t  v a lu e  a c c o u n t i n g ,  
which v i o l a t e s  the  h i s t o r i c a l  c o s t  
framework.
•  Once a judgment i s  made t h a t  the  
c a r r y i n g  amounts o f  long  l i v e d  a s s e t s  
shou ld  be w r i t t e n  down, t h a t  judgment  
sh ou ld  not  be changed.
40.  C l a s s i f i c a t i o n  o f  Writedowns in F i n a n c i a l  S t a t e m e n t s . If  
th e  i n a b i l i t y  to  f u l l y  r e c o v e r  the  c a r r y i n g  amounts o f  long  
l i v e d  a s s e t s  should  be recorded  in the  a c c o u n t s ,  the  n ex t  i s ­
sue i s  in what manner th e  writedowns  should  be c l a s s i f i e d ,  for
63
example ,  as  l o s s e s ,  as  a d d i t i o n a l  d e p r e c i a t i o n ,  or as  
d i r e c t  c h a r g e s  to  e q u i t y .
41.  As part  o f  i t s  c o n c e p t u a l  framework p r o j e c t ,  the  
F i n a n c i a l  A ccount ing  Standards Board i s  s t u d y in g  the  
v a r i o u s  ways in which t r a n s a c t i o n s  and o t h e r  e v e n t s  and 
c i r c u m s t a n c e s  t h a t  d e c r e a s e  an e n t e r p r i s e ' s  n e t  a s s e t s  
should  be c l a s s i f i e d  in f i n a n c i a l  s t a t e m e n t s .  The FASB 
c a l l s  t h i s  " d i s p l a y  c o n s i d e r a t i o n s . "  A c c o r d i n g l y ,  t h i s  
paper does  not  d e a l  w i th  the  i s s u e  o f  how the  wri tedowns  
shou ld  be c l a s s i f i e d  in f i n a n c i a l  s t a t e m e n t s .
* * * * * *
ADVISORY CONCLUSIONS
42.  These are the a d v i s o r y  c o n c l u s i o n s  o f  the Account ing  
Standards  E x e c u t i v e  Committee on the  i s s u e s  r a i s e d  in t h i s  
p a p e r :
a.  The i n a b i l i t y  t o  f u l l y  r e c o v e r  the c a r r y in g  
amounts o f  long  l i v e d  a s s e t s  should  be rep o r te d  
in f i n a n c i a l  s t a t e m e n t s .  (15 y e s ,  0 no)
b. The concept  o f  permanent d e c l i n e  i s  u n s a t i s ­
f a c t o r y  and an a l t e r n a t e  c o n cep t  should  be 
s o u g h t .  (15 y e s ,  0 no)
c .  The p r o b a b i l i t y  t e s t  in FASB Sta tem ent  No. 5
i s  a workable  a l t e r n a t i v e  to  the  c o n cep t  o f  p e r ­
manent d e c l i n e .  (15 y e s ,  0 no)
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d. Judgment i s  n e c e s s a r y  in  s e l e c t i n g  th e a s s e t  
m easurem ent th a t  b e s t  p r e d ic t s  fu tu r e  econom ic  
b e n e f i t s  as i t  i s  d i f f i c u l t  to  s e l e c t  one 
m easurem ent th a t  would be a p p r o p r ia te  in  a l l  
c ir c u m s ta n c e s . (14 y e s ,  1 no)
e .  I f  th e  i n a b i l i t y  to  f u l l y  r e c o v e r  th e c a r r y in g  
amounts o f  lo n g  l iv e d  a s s e t s  i s  reco rd ed  in  th e  
a c c o u n ts ,  fu tu r e  upward a d ju stm en ts  (n o t to  
exceed  c a r r y in g  amounts b e fo r e  th e w rited ow n s)  
sh ou ld  be p e rm itted  i f  e v id e n c e  in d ic a t e s  a 
r e c o v e r y . (10  y e s ,  5 no)
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TECHNICAL HOTLINE
The AICPA Technical Information Service answers 
inquiries about specific audit or accounting problems.
Call Toll Free
(800) 223-4158 (Except New York)
(800) 522-5430 (New York Only)
This service is free to AICPA members.
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